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NOTE. 

The  text  of  the  German  Constitution,  to  which  reference  is  made  in 
the  following  pages,  has  been  rendered  into  English,  and  furnished 
with  a  brief  historical  introduction  by  Professor  Edmund  J.  James. 

See  publications  of  University  of  Pennsylvania,  Political  Economy  and 
Public  Law  Series,  Vol.  I.,  No.  7.    Philadelphia,  1890. 


THE  GERMAN  BUNDESRATH. 


A  STUDY  IN  COMPARATIVE  CONSTITUTIONAL  LAW. 


The  chief  use  and  significance  of  the  study  of  the  politi- 
cal institutions  of  other  nations,  lies  not  so  much  in  the 
acquaintance  with  these  themselves,  as  in  the  broader  and 
more  accurate  view  of  our  own  institutions  which  we 
thereby  gain.  We  first  become  conscious  of  peculiarities 
in  objects  long  familiar  to  us  through  contrast  with  new 
and  different  ones.  In  recognition  of  this  important  psych- 
ological principle,  that  consciousness  is  intimately  associ- 
ated with  and  dependent  upon  contrast,  I  have  attempted 
to  give  a  picture  of  an  institution  quite  foreign  to  our 
notions  of  government,  not  so  much  for  the  sake  of  famil- 
iarity with  a  distant  and  to  us  essentially  unimportant 
organ  of  a  foreign  State,  as  to  make  clearer  our  notions  of 
our  own  system. 

Of  the  three  great  factors  of  government  established  by 
the  Imperial  Constitution  of  Germany,  the  Bundesrath  or 
Federal  Council,  the  Emperor,  and  the  Reichstag  or  repre- 
sentation of  the  people,  the  Bundesrath  is  first  in  order  of 
treatment  in  the  constitution.  Whether  or  no  this  be  an 
intentional  recognition  of  its  preeminence,*  certain  it  is  that 
historically  and  legally  the  Bundesrath  is  the  center  and' 
core  of  the  existing  form  of  government.     Hence  a  study 

*  '*  Es  ist  bezeichnend  dass  die  Reichsverfassung  den  vom  Bundes- 
rath handelnden  Absclmitt  vor  jenen  stellt  welcher  dass  Bundes- 
piasidium  betrifft." — Seydel  im  Jahrbnch  fur  Gesetzgebung,  u.  s.  w., 
III.,  274. 

(5) 
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of  this  institution  inducts  one  most  quickly  and  easily  into 
a  knowledge  of  the  entire  constitutional  system,  and  fur- 
nishes at  once  an  explanation  and  a  justification  of  many  of 
the  peculiarities  which  characterize  it. 

As  the  present  German  Empire  is  a  federation  made  up 
of  states  which,  previous  to  the  formation  of  the  Union, 
led  an  independent  existence,  each  under  its  appropriate 
constitution,  we  naturally  look  for  a  reflection  of  the  pre- 
valent ideas  of  government  on  which  the  state  constitutions 
are  based,  in  the  constitution  adopted  for  the  federation. 
In  examining  the  twenty-five  state  constitutions,  one  finds 
twenty-two  of  them  to  be  monarchical  in  form,  while  the 
three  remaining  ones  only,  those  of  the  free  cities  of  Liibeck, 
Hamburg  and  Bremen,  are  republican.  A  prevailing  char- 
acteristic, then,  of  the  states  of  the  present  German  Empire, 
as  distinguished,  for  instance,  from  those  for  which  our 
constitution  was  formed  in  1787,  is  that  they  are  each  sub- 
ject to  a  monarch.  Before  considering  the  relation  which 
exists  between  the  monarchical  institutions  of  the  individ- 
ual states,  and  the  form  of  the  central  government,  it  will 
be  necessary  to  consider  briefly  the  constitutional  position 
of  the  German  princes,  for  on  an  understanding  of  this  de- 
pends a  clear  idea  of  the  imperial  constitution, 
v  According  to  the  theory  of  German  constitutional  law, 
the  whole  power  of  the  state  is  vested  in  the  monarch. 
The  various  functions  of  government  find  their  common 
center  in  his  person.  Without  his  consent  or  against  his 
will  nothing  in  the  affairs  of  state  may  take  place.  "  Er 
vereinigt  in  seiner  Person  die  Fillle  staatlicher  Hoheit  und 
Macht."*     This  copception  of  the  monarch,  however,  as 

*  Meyer.     Deutsches  Staatsrecht,  2  Aufl.,  202. 

Schulze  writes  (Preusfdsches  Staatsrecht,  2  Aufl.,  I.,  153):  "Das 
nionarchische  Prinzip  nach  seinem  richtigen  Verstandnisse,  nicht  in 
seiner  tendenziosen  Verdrehung,  wie  es  zu  Zeiten  des  Bundes  im 
Sinne  des  Absolutismus  ausgebeutet  wurde,  verlangt  nur  :  'dass  die 
gesammte   Staatsgewalt,   dem  Rechte  der  Innebabung  nach,  in  der 
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possessor  of  the  whole  power  of  the  state,  no  longer  includes 
the  idea  of  unlimited  right  of  self-determination  in  the  ex- 
ercise of  it.  He  is  bound  to  act  in  accordance  with  the 
provisions  of  the  constitution  :  all  his  acts  must  be  counter- 
signed by  a  responsible  minister :  many  of  the  most  im- 
portant functions  of  government,  especially  legislative,  can 
only  be  exercised  in  co-operation  with  the  representatives  of 
the  people.  Still  the  monarch  has  both  legally  and  practi- 
cally the  advantage  over  the  people  in  any  movement  to- 
wards a  more  popular  form  of  government.  He  has  still 
the  tradition  of  unlimited  power  behind  him  ;  the  restric- 
tions which  the  constitution  has  imposed  are  comparatively 
recent,  in  the  chief  state  of  the  Empire,  Prussia,  being 
scarcely  more  than  forty  years  old.  The  autocratic  con- 
ceptions of  the  former  Bundestag  still  linger  in  the  dictum 
that  where  a  doubt  concerning  the  right  to  exercise  a  power 
arises,  the  presumption  is  always  in  favor  of  the  monarch. 
This  doctrine  is,  of  course,  based  on  the  theory  that  such 
rights  alone  fall  to  the  people  as  have  been  expressly 
granted  them,  all  others  remaining  vested,  as  heretofore, 
solely  in  the  monarch.*  Over  against  the  monarch  the 
parliament  appears  simply  as  an  instrument  of  restraint, 
limiting  him  in  the  exercise  of  certain  of  his  powers,  f     In 

Person  des  Staatsoberhauptes  vereinigt  bleibe,  dass  keine  Funktion 
der  Staatsgewalt  von  dem  nionarchischen  Mittelpunkt  losgelost  werde, 
dass  in  alien  staatlichen  Dingen  nichts  ohne  und  nichts  gegen  den 
Willen  des  Monarchen  geschehen  konne.'  " 

*"Er  [the  monarch]  behalt  die  Prasumtion  der  Berechtigung :  es 
stehen  ihm  alle  diejenigen  Befugnisse  zu,  welche  ihm  nicht  ausdriick- 
lich  entzogen,  den  anderen  Organen  des  Staates  dagegen  nur  die, 
welche  ihnen  ausdrucklich  eingeraumt  sind." — Meyer.  Deutsches 
Staatsrecht,  p.  202.  See  also  p.  242.  Compare  Schulze,  Deutsches 
Staatsrecht,  I.,  477,  who  expresses  a  somewhat  divergent  view. 

f"Der  Landtag  erscheint  nicht  als  Mittrager  der  Staatsgewalt 
neben  dem  Monarchen,  sondern  als  ein  beschrankender  Factor,  an 
dessen  Mitwirkung  dieser  bei  Ausiibung  einzelner  seiner  Functionen 
gebunden  ist.  Es  stehen  ihm  dahernur  diejenigen  Rechte  zu,  welche 
ihm  ausdrucklich  beigelegt  sind." — Meyer.  Deutsches  Staatsrecht, 
p.  242. 
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it  are  vested  none  of  the  sovereign  powers  of  the  state,  for 
these  are  one  and  all  attributes  of  the  prince.  For  example, 
no  bill  becomes  law  because  concurred  in  by  both  branches 
of  the  legislative  body,  even  one  proposed  by  the  ministry 
itself  and  accepted  without  amendment  by  the  representa- 
tives of  the  people.  The  sanction  of  the  monarch  first 
transforms  a  bill  into  a  law  binding  on  the  subject.  To 
grant  this  sanction  the  monarch  is  in  no  way  bound ;  ex- 
pressed in  the  usual  negative  form,  he  has  an  absolute  veto. 
These  legal  conceptions  correspond  with  the  actually  ex- 
isting condition.  The  government  (Reyierung\  i.  e.,  the 
prince  and  his  immediate  ministers,  stand  over  against  the 
representatives  of  the  people  ( VoTksvertretung)  in  sharp  con- 
trast. The  opposition  has  been  mellowed  by  no  such  grad- 
ual changes  as  meet  us  in  the  history  of  England.  The 
German  prince  rules  as  well  as  reigns.  Parliamentary  gov- 
ernment is  unknown,  and  would  in  fact  ill  correspond  alike 
with  the  prevailing  conditions  and  the  accepted  theories. 
The  ultimate  determining  factor  in  the  State  is  not  the  will 
of  a  party,  but  the  supposedly  impartial  decision  of  the 
monarch,  who  is  above  all  parties.*  It  is  significant  for  the 
correct  judgment  of  the  relation  between  monarch  and 
K  people  that  the  initiative,  although  no  longer  legally,f  is 
still  practically  in  large  measure  confined  to  the  monarch. 
The  "  Regierung  "  has  taken  the  initiative  so  long  that  it 
continues  to  do  so,  even  under  the  altered  conditions.     The 

*  In  regard  to  the  possibility  of  conflict  between  the  Landtag  and 
the  ministry,  Schulze  observes:  "In  einem  solchen  Falle,  ist  der 
Monarch  welcher  im  konstitntionellen  Staate  iiber  den  Parteien  stehen 
und  auch  seinem  eigenen  Ministerium  gegeniiber  ehoe  vorurtheilsfreie 
Stellung  bewahren  soil,  recht  eigentlich  zu  einem  personlichen  Ein- 
greifen   berufen,    um   den   Staatsverderblichen    Konflikt   zu   losen.*' 

Deut.  Staatsr.,  I.,  495. 

For  the  opinion  of  Wm.  I.  on  this  point  see  Sybel:  "  Die  Begrun- 
dung  des  Deutschen  Reiches,"  II.,  284-5. 

f  In  some  of  the  lesser  German  states,  the  iniative  is  still  confined 
to  the  crown. — See  Meyer.     Staatsrecht,  468. 
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people  are  in  general  satisfied  with  knowing  and  opposing 
what  they  do  not  want,  and  too  little  intent  on  determining 
what  they  do  require .* 

In  view  of  what  has  been  said,  it  will  not  be  surprising  if 
we  find  the  monarchs,  as  such,  playing  an  important  role  in 
the  Empire,  as  well  as  in  their  own  dominions.  So  import- 
ant and  universal  a  characteristic  of  the  individual  States 
as  the  prevailing  monarchical  form  of  government  could 
hardly  fail  to  exercise  a  marked  influence  on  the  form  of 
the  federal  constitution.  The  Imperial  Constitution  is  in- 
deed, as  will  appear  later,  based  on  and  interpenetrated  by 
the  monarchical  idea.  Nevertheless,  and  in  spite  of  the 
title  Emperor  borne  by  one  of  the  chief  organs  of  State,  we 
may  not  regard  the  present  German  federation  as  a  mon- 
archy. Such  a  view  is  from  a  legal  standpoint  quite  false 
and  wholly  out  of  consonance  with  the  accepted  notions  in 
Germany  itself.  Politically,  the  King  of  Prussia  exercises 
in  many  respects  an  influence  analogous  to  that  which 
would  fall  to  a  monarch  of  the  Empire  supposing  such  to 
exist.  Legally,  however,  the  Emperor  and  the  King  of 
Prussia,  although  the  same  person,  are  to  be  carefully  dis- 
tinguished. The  title  "Kaiser,"  which  William  accepted  in 
1871,  is  somewhat  misleading,  for  it  is  associated  with  much 
that  does  not  belong  to  the  position  in  the  State  which  it 
now  designates.!     In  fact,  we  have  here  to  do  with  an  en- 

*See  Westerkamp  "  Uber  die  Reichsverfasfeung,"  127-8,  who  criti- 
cizes the  "  wesentlichen  negativen  Haltung  der  Landesvertretungen." 
He  quotes  Carl  Schurz  (p.  128,  note)  in  substantiation  of  the  asserted 
difference  which  exists  in  this  respect  between  our  own  country  and 
the  German  states. 

f  Comparing  the  Roman  and  the  holy  Roman  Empire  with  the  pres- 
ent German  one,  Held  writes:  "  Wollte  man  die  Aehnlichkeiten  unter 
diesen  drei  Kaiserreichen  noch  so  hoch  anrechnen,  so  miisste  man 
doch  zustehen  dass  die  rechtlichen  Verschiedenheiten  unter  ihnen  zu 
gross  sind,  als  dass  sie  unter  sich  im  Verhaltniss  der  Rechtsnachfolge 
stehen  konnten,  da  nicht  bloss  das  Recht  des  Kaisers  nach  Ursprung 
und  Gehalt,  sondern  auch  das  Object  des  Kaiserthums  in  jedem  der 
drei  Falle  im  wesentlich  anderes  ist." — Das  Kaiserthum  als  Rechts- 
legriff.     Wurzburg,  p.  35. 
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tirely  peculiar  political  creation,  which  should  not  be 
judged  by  previous  institutions  of  the  same  name,  but  must 
be  considered  for  itself:  for  it  is,  strangely  enough,  in  the 
Bundesrath,  and  not  in  the  Emperor,  that  we  find  the  char- 
acteristics of  a  monarch  most  fully  exemplified.  This  truth 
finds  its  classical  expression  in  Bismarck's  famous  utterance, 
"  The  sovereignty  rests  not  with  the  Emperor,  but  in  the 
[ideal]  unity  of  the  confederated  governments."  (Die 
Souveranitat  ruht  nicht  beim  Kaiser,  sie  ruht  bei  der 
Gesammtheit  der  verbiindeten  Regierungen.)*  Peculiar  as 
this  conception  is,  it  was  the  product  of  very  easily  discern- 
ible conditions  existing  at  the  time  of  the  formation  of  the 
constitution,  and  is  by  no  means  new.  As  Laband  says,  "the 
Bundesrath  was  neither  discovered  nor  invented  at  the  time 
of  the  foundation  of  the  North  German  Federation,  but  was 
at  once  a  spontaneous  generation  and  a  historical  fact."f 
Some  attention  to  its  origin  is  therefore  the  first  requisite  to 
an  understanding  of  this  most  peculiar  of  all  the  institutions 
of  German  constitutional  law. 

In  1814,  after  Napoleon's  forced  abdication,  the  reorgan- 
ization of  the  remains  of  the  Holy  Roman  Empire  became 
an  object  of  international  solicitude.  The  first  Peace  of 
Paris  touches  on  this  topic  in  the  general  provision  that 
"Les  etats  de  l'Allemagne  seront  independents  et  unis  par 
un  lien  fede'ratif."  X  Obviously  the  serious  question  of  the 
manner  of  reconciling  the  independence  of  the  members  of 
the  proposed  union  with  the  creation  of  a  central  power 
worthy  of  the  name  was  here  in  no  way  answered.  In  the 
discussion  of  the  new  organization  of  Germany,  which  took 

*  In  the  Reichstag,  1871. 

f  .  .  .  "der  Bundesrath  [ist]  bei  der  Griindung  des  Norddeutschen- 
Bundes  uberhaupt  nicht  erdacht  und  erfunden  worden,  sondern 
gleichsam  von  selbst  entstanden,  historisch  gegeben  gewesen." 
Staatsrecht  des  Deutschen  Reiches.  Zweite  umgearbeitete  Auflage 
(2  Bde.),  Freiburg,  i.  B.,  1888.    I.,  215. 

%  Art.  VI. 
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place  at  the  Congress  of  Vienna,  Prussia's  efforts  were 
directed  toward  the  establishment  of  a  firm  union,  while 
Austria  was  intent  on  the  formation  of  the  loosest  possible 
confederation.  She  had  already  promised  Bavaria  and 
Wurtemberg  that  their  newly  acquired  sovereignty  should 
suffer  no  diminution,  and  in  these  States  she  found  natural 
and  sturdy  allies.  The  empty  result  of  the  deliberations 
was  the  so-called  Bundesacte*  or  constitution  under  which 
Germany  lived  with  a  short  interruption  until  1866.  This 
confederation  was  officially  defined  in  1820  as  an  interna- 
tional Union  of  the  German  sovereign  Princes  and  free 
cities.f  The  members  of  the  Confederation  were  thus  not 
States,  but  monarchs.  The  states  found  their  entire  and 
exclusive  representation  in  the  person  of  their  prince.  Still 
the  membership  was  confined  to  actually  reigning  sove- 
reigns ;  J  it  was  no  personal  right  of  an  individual.  By  way 
of  illustrating  this  somewhat  peculiar  conception  of  the 
union,  it  may  be  pointed  out  that  the  number  of  states 
comprised  in  the  Confederation  bore  no  necessary  relation 
to  the  numbe*  of  members,  but  might,  as  was  actually  the 
case,  exceed  it.  The  number  of  members  however  could 
never  be  greater  than  that  of  the  States,  for,  although  one 
prince  could  rule  over  several  States  united  in  a  personal 
union,  no  State  could  be  subject  to  more  than  one  prince. 

The  sole  organ  of  the  Confederation  was  the  Diet,  (Bun- 
destag) permanently  assembled  at  Frankfort-on-the-Main. 
The  plenipotentiaries  who  composed  this  assembly  were  the 

*  A  short  description  of  this  constitution  is  to  be  found  in  Sybel, 
Begrundung  des  Deutschen  Eeiches,  I.,  48  ff.  Also  in  Meyer  Staatsrecht 
2te  aufl.  pp.  84-111,  and  in  Schulze,  Deut.  Staatsr.  I.,  91-111. 

f  "Der  deutsche  Bund  ist  ein  volkerrechtlicher  Verein  der  deutschen 
souverainen  Fursten  und  freien  Stadte."  Wiener  Schluss-  Acte.  Art. 
I.     Mayer's  Corpus  Juris  Confed.  Ger.,  II.,  152. 

X  The  exceptional  position  of  the  Free  Cities,  owing  to  their  unim- 
portance, may  be  passed  over,  here  as  elsewhere,  without  explicit 
mention. 
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instructed  representatives  of  the  members  of  the  union,, 
strictly  responsible  to  the  prince  whom  they  represented 
for  the  observance  of  their  instructions.  They  enjoyed  all 
those  rights  which  belong  by  the  rules  of  international  law 
to  ambassadors,  especially  that  of  ex-territoriality  when  at- 
\  tending  the  meetings  at  Frankfort.  Thus  the  Diet  was  no 
free  deliberative  assembly  where  the  members  voted  ac- 
cording to  their  individual  convictions,  but  a  device  by 
means  of  which  the  wishes  and  opinions  of  the  monarchs 
might  be  expressed  without  the  necessity  of  their  personal 
attendance  on  the  meetings. 

The  Diet  had  two  distinct  modes  of  procedure,  distin- 
guished from  one  another  by  the  apportionment  of  the 
votes  among  the  members  of  the  Confederation  and  the 
character  of  the  majority  necessary  for  the  passage  of  a  bill. 
When  the  assembly  met  in  the  form  of  a  select  council,* 
as  it  did  for  the  transaction  of  the  ordinary  business,  no 
member  had  more  than  one  vote,  while  the  smaller  states 
were  grouped  into  so-called  curiae,  those  comprising  each 
group  having  but  one  vote  among  them.  A  simple  majority 
sufficed  for  the  passage  of  a  measure.  More  important  mat- 
ters, such  as  changes  in  the  constitution,  the  decision  in  re- 
gard to  peace  and  war,  etc.,  could  only  be  acted  upon  by  the 
so-called  Plenum.  Here  even  the  most  insigih'cant  member 
of  the  Confederation  had  his  own  independent  vote,  while 
in  order  to  give  them  their  appropriate  weight,,  the  larger 
states  were  assigned  more  than  one.  Austria,  Prussia,  Sax- 
ony, Bavaria,  Hanover  and  Wiirtemberg,  for  example,  each 
had  four  votes,  then  followed  five  members  with  three,  and 
three  with  two,  the  remaining  twenty-four  having  but  one 
each.f  In  the  Plenum  the  opposition  of  a  single  member 
sufficed  to  frustrate  the  passage  of  a  bill.  It  is  unnecessary 
to  describe  this  institution  more  carefully  here,  as  many  of 
its  peculiarities  reappear  in  its  successor,  the  Bundesrath. 

*  Known  as  Der  engere  Rath. 
f  Bundesacte,  Art.  VI. 
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The  Confederation,  sickly  from  its  birth,  dragged  out  a 
miserable  existence  of  half  a  century,  until  Prussia  finally 
undertook  the  dangerous  operation  which  alone  could 
render  a  healthful  development  possible.  On  June  14th, 
1866,  the  disagreement  between  the  two  great  powers, 
Prussia  and  Austria,  in  respect  to  the  disposal  of  the  Elbe 
provinces,  reached  a  crisis.  Under  the  influence  of  Austria, 
the  Diet  voted  to  mobilize  the  troops  of  the  Confederation 
with  the  intention  of  directing  them  against  Prussia. 
Prussia  thereupon  declared  that  the  bond  of  union  was 
broken  and  the  Confederation  no  longer  existed.  Its  ex- 
ample was  followed  by  many  of  the  other  States.  In  the 
treaties  following  Prussia's  victory  at  Koniggratz  (Sadowa), 
the  dissolution  of  the  old  union  was  formally  recognized  by 
Austria  and  those  states  which  had  not  yet  done  so.* 
Prussia,  which  had  long  been  intent  on  reform,  could  now 
realize  her  cherished  hopes'  without  danger  of  Austrian  in- 
terference. Her  plan  for  a  new  union  of  the  twenty-two 
German  States  lying  north  of  the  river  Main,  embraced 
three  main  points;  an  increased  field  of  activity  for  the 
central  government,  provision  for  an  executive,  and  the  in- 
troduction, of  a  representation  of  the  people,  which,  as  in 
the  individual  States,  was  to  control  the  exercise  of  certain 
powers  of  government. 

Just  before  the  14th  of  June,  Bismarck  had  sent  a  circu- 
lar note  to  the  several  States  containing  the  sketch  of  a 
constitution,  and  asking  if  they  would,  should  the  tottering 
Confederation  finally  give  way,  join  a  new  Union  on  the 
basis  of  the  plan  submitted/)*  This  plan  proposed  that  the 
new  union  should  comprise  all  the  countries  of  the  old,  ex- 
cept those  owing  allegiance  to  the  Emperor  of  Austria  and 
the  King  of  Holland ;  but  such  parts  of  Prussia  as  had  been 
outside  the  former  boundary  should  be  admitted,  as  well  as 
Schleswig — in  short,  excluding  Alsace-Lorraine,  the  boun- 

*  Excepting  Liechtenstein. 

f  See  Hahn.     Zwei  Jahre  PreussicTi-Deutscher  Politik,  p.  121. 
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daries  should  be  those  of  the  present  empire.  Between 
many  of  the  articles  of  this  sketch  and  those  ultimately 
adopted,  there  is  such  a  resemblance  both  in  matter  and 
form  of  expression  that  it  may  be  regarded  as  the  first 
draft  of  the  North  German  Constitution. 

The  first  official  formulation*  of  the  extent  and  appella- 
tion of  the  new  confederation  occurs  in  the  Preliminary 
Peace  of  Nicolsburg  of  July  26th,  1866,  where  Austria  con- 
sents to  a  rearrangement  of  Germany  without  her  partici- 
pation, and  "promises  to  recognize  the  narrower  union 
which  His  Majesty  the  King  of  Prussia  is  to  establish  north 
of  the  line  of  the  Main,  and  agrees  that  the  states  lying  to 
the  south  of  this  line  may  unite,f  the  regulation  of  the 
national  bond  with  the  North  German  Federation  (Nord- 
deutscher  Bund)  being  reserved  for  farther  understanding 
between  the  parties.";):  This  provision  was  acceded  to  by 
all  the  other  States  lately  at  war  with  Prussia,  and  the  neg- 
ative conditions  for  farther  progress  were  insured.  The 
dualism  which  had  determined  German  history  for  a  half  a 
century  was  forever  done  away  with.  The  rock  against 
which  Prussia's  plans  of  reform  in  1849-50  had  suffered 
shipwreck  no  longer  existed. 

The  positive  results  were  brought  about  in  the  following 
order.  It  must  be  kept  in  mind  that  the  twenty-two  states 
in  question  were  sovereign  and  independent  countries,  and 
the  forms  observed  were  those  of  international  intercourse. 
That  no  violation  of  any  of  these  rules  took  place  is 
a  subject  of  congratulation  with  German  jurists,  and  it  is 
certainly  a  matter  of  no  little  interest  to  see  how  this  re- 
sult was  achieved ;  how  of  two  mutually  exclusive  ideas, 
that  of  independence  gave  way  peacefully    and   legally  to 

*  See  Laband.     Staatsr.,  I.,  15. 

f  This  plan  of  a  union  between  the  South  German  states  was  never 
carried  out. 

%  See  Hahn.     Zwei  Jahre,  etc.,  p.  188. 
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that  of  subordination  to  a  higher  power.  Immediately  after 
the  dissolution  of  the  old  Confederation,  Prussia  invited 
those  countries  north  of  the  Main,  with  whom  she  was  on 
friendly  terms,  to  enter  into  an  alliance  with  her.  Sixteen 
states  acceded,  and  on  the  18th  of  August,  1866,  a  treaty 
was  signed  at  Berlin,  which  was  ultimately  agreed  to  by 
the  other  rulers  north  of  the  Main,  including  the  King  of 
Saxony  and  the  Duke  of  Hesse-Darmstadt,  a  part  of  whose 
possessions  lay  within  the  proposed  boundary.  It  is  this 
alliance  which  forms  the  international  foundation  on  which 
the  North  German  Federation,  and  hence  the  German  Em- 
pire rests,  and  it  deserves  a  little  more  careful  consideration 
even  in  this  short  sketch.*  Unlike  the  treaty  of  confeder- 
ation in  1815,  this  was  not  a  perpetual  league,  but  was  lim- 
ited expressly  to  one  year.  At  the  expiration  of  this  term 
the  treaty  relations  were  extinguished  of  themselves,  if,  by 
that  time,  the  purpose  of  the  treaty  had  not  been  realized 
in  the  establishment  of  a  lasting  federation.  The  contract- 
ing parties,  after  concluding  an  offensive  and  defensive  alli- 
ance, pledged  themselves  to  insure  the  realization  of  the  ends 
of  the  temporary  alliance,  by  means  of  a  constitution  based 
on  the  draft  submitted  by  Prussia  on  June  10th,  1866. 
They  agreed  to  send  plenipotentiaries  to  Berlin  to  deliber- 
ate on  the  draft  of  a  constitution  which  should  be  sub- 
mitted to  a  parliament  for  consideration  and  ultimate 
acceptance.  This  parliament  was  to  be  called  together  by 
the  common  action  of  the  allied  cabinets,  who  pledged 
themselves  to  order  for  this  purpose  an  election  of  repre- 
sentatives of  the  people  on  the  basis  of  the  election  law  of 
1849.  In  these  two  bodies,  i.  e.,  the  congress  of  plenipoten- 
tiaries of  the  several  monarchs,  and  the  representatives  of 
the  people,  we  have  the  beginnings  of  the  present  Bundes- 
rath and  Reichstag. 

Obviously  no  confederation  is  established  by  these  pro- 

*  Compare  Laband.     Staat&r.,  I.,  16  ff. 
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ceedings,  for  the  parties  have  only  agreed  to  establish  one. 
No  constitution  is  agreed  upon,  but  simply  the  method  in 
which  the  constitution  is  to  be  brought  into  being.*  About 
the  middle  of  December  the  congress  of  plenipotentiaries 
met  as  arranged  in  Berlin,  and  in  secret  session  took  into 
consideration  a  new  draft  of  a  constitution  submitted  by 
Bismarck,  in  the  name  of  the  Prussian  government.  This, 
in  an  amended  form,  was  submitted  to  the  Keichstag  in 
Berlin,  February  24th,  1867.  In  the  speech  from  the 
thronef  King  William  said  that  the  allied  governments, 
while  adhering  to  the  approved  arrangement  of  the  earlier 
system,  had  agreed  on  a  number  of  definite  and  limited 
alterations,  which  were  not  only  undeniably  necessary,  but 
at  the  same  time  lay  within  the  bounds  of  immediate  possi- 
bility. The  important  part  which  the  past  played  in  the 
German  constitution  is  here  clearly  recognized.  The  re- 
forms introduced  were  strictly  limited  by  the  existing  con- 
ditions. There  was  no  attempt  to  form  a  constitution  based 
on  abstract  principles,  as  in  1848.  Although  the  ground, 
as  Bismarck  expressed  it,  was  ill- adapted  for  the  constitu- 
tional structure,  it  had  nevertheless  to  be  utilized.  In  no 
institution  of  the  present  political  organization  of  Germany, 
do  we  find  so  clear  an  expression  of  the  various  factors 
which  had  to  be  considered  by  the  framers  of  the  con- 
stitution as  in  the  Bundesrath.  The  adherence  to  the 
"  approved  arrangements"  of  the  past  comes  most  clearly 
to  light  in  the  character  and  organization  of  this  body. 
Such  characteristics  of  the  earlier  system  as  answer  the 
existing  requirements  are  retained.  Although  no  legal 
continuity  exists  between  the  Confederation  of  1815  and 
the  new  Empire,  the  Bundesrath  is  a  connecting  link  be- 
tween the  old  and  the  new.  Essentially  novel  in  the  con- 
stitution submitted  to  the  Eeichstag  in  1866,  was  the  ad- 

*  See  Haenel.     Vertragsmdssige  Elemente  der  deutschen  Reichsver- 
fassmig,  I.,  70,  and  Laband,  I.,  17. 

fThionrede:  Hahn.     Zwei  Jahre,  etc.,  p.  497. 
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mission  of  the  people  to  a  share  in  the  government.  Here 
the  precedents  furnished  by  the  constitutional  development 
of  the  individual  states  were  strictly  adhered  to.  In  addi- 
tion, the  central  government  was  given  increased  powers  in 
the  regulation  of  commerce  and  trade.  Important  altera- 
tions were  also  made  in  the  organization  of  the  army.* 
Although  Bismarck  complained  that  the  representatives  of 
the  people,  not  sufficiently  impressed  with  the  "  hitherto  un- 
exampled unanimity  of  the  rulers  of  30,000,000  Germans," 
as  expressed  in  the  draft  of  the  constitution,  persisted  in 
presenting  amendments,  this  had  the  effect  of  shedding  no 
little  light  on  the  nature  of  the  proposed  government.  The 
various  objections  had  to  be  met  by  the  commissioners  of 
the  allied  governments,  and  so  the  gap  left  by  the  absence  of 
a  report  of  the  proceedings  in  secret  conclave  was  in  a  way 
filled  out.  The  final  draft,  which  the  congress  of  plenipo- 
tentiaries hastened  to  accept  on  the  day  of  its  passage  in  the 
Reichstag,  while  adhering  in  the  main  to  the  original  plan,f 
contained  a  number  of  alterations  and  improvements.^: 

The  federation  was  not,  however,  as  yet  established. 
Many  of  the  states  had  only  granted  the  members  sent  to 
the  Reichstag  the  right  to  deliberate  on  the  constitution. 
The  constitution  had  to  be  ratified  by  each  state.  The 
cabinets  could  not  legally  enter  such  a  union  as  was  pro- 
posed, for  a  radical  change  in  each  and  every  particular 
state  constitution  was  involved,  and  such  amendments  could 
take  place  only  with  the  consent  of  the  legislature.  In 
each  of  the  states,  the  needed  alterations  were,  with  a  due 
observance  of  the  legal  forms,  carried  out,  and  the  new 
Constitution  of  the  North  German  Federation  was  pub- 
lished in  each  of  them  with  the  identical  provision  that  the 
law  should  go  into  force  on  the  1st  of  July,  1867.     Thus 

*  See  Laband.     Staatsrecht,  I.,  22. 

f  For  an  essential  change  see  Haenel.     Die  organisatorische  Entwick- 
lung  der  deutschen  Reichsterfassung,  p.  9  ft'. 
X  Labaad.     Staatsrecht,  I .,  28. 
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each  sovereign  and  independent  country  declared  its  inten- 
tion to  enter  the  union  July  1st.  Obviously  there  is  no 
room  here  for  a  discussion  regarding  the  relative  age  of 
states  and  union.  The  states  were  confessedly  the  parties 
to  a  contract  which  resulted  on  the  1st  of  July,  1867,  in  the 
formation  of  a  new  compound  state.  It  is  not  to  be  in- 
ferred, however,  that  because  the  origin  of  the  union  was 
contractual,  the  Constitution  of  the  German  Empire  is  re- 
garded as  in  any  sense  a  compact  between  sovereign  states. 
On  the  contrary,  the  tendency  of  German  jurists  is  to  deny 
the  attribute  of  sovereignty  to  the  states,  and  ascribe  it  to 
the  Empire  alone.*  The  individual  state  is  even  deprived 
of  the  old  consolation  of  believing  itself  "sovereign  in  its 
sphere,"  for  not  only  may  the  power  of  the  central  govern- 
ment be  easily  extended  without  its  consent,  f  but  the 
whole  theory  of  a  "division  of  sovereignty,"  which  was 
formerly  looked  upon  as  the  distinguishing  characteristic  of 
a  federative  system,  has  of  late  received  some  rude  shocks, 
and  is  discarded  as  contradictory  and  untenable  by  a  num- 
ber of  eminent  writers.  $ 

The  new  Union  was,  as  we  have  seen,  limited  to  the 
countries  lying  north  of  the  Main.  The  considerable  king- 
dom of  Bavaria,  that  of  Wiirtemberg,  the  Grand-Duchy  of 
Baden  and  the  southern  half  of  Hesse,  which  together 
form  over  one-fifth  of  the  present  Empire,  were  as  yet  com- 
pletely independent  of  the  North  German  Federation  and 

*See  Laband,  Staatsrecht,  I.,  81  ff.  Also  Meyer,  Staatsrecht,  who 
enumerates  other  authorities,  pp.  13  note,  170  and  note  6.  Prof.  Max 
Seydel,  of  Munich,  the  "Calhoun  of  Germany, "  is  the  most  able  oppo- 
nent of  this  generally  accepted  view  of  the  nature  of  the  union.  His 
thesis  is,  "Die  einzelnen  Staaten  sind  der  Bund."  He  has  developed 
his  theory  in  a  little  book  called,  Commentar  zur  Verfassungs-  Urkunde 
fur  das  Deutsche  Reich.     Freiburg,  i.  B.  1873. 

\  Prussia  occupies  practically,  although  not  theoretically,  an  excep- 
tional position  in  this  respect,  inasmuch  as  she  possesses  a  sufficient 
number  of  votes  to  prevent  any  alteration  of  the  constitution. 

X  See  the  interesting  criticism  in  Laband.     Staatsr.,  I.,  58  ff. 
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of  each  other.  The  constitution  was,  however,  expressly 
arranged  so  that  the  southern  states  might  be  admitted 
easily  and  without  any  alteration  of  the  fundamental  law. 
A  simple  legislative  enactment  was  declared  sufficient,  no 
constitutional  amendment  being  required.*  The  southern 
boundary  was,  so  to  speak,  not  yet  definitely  fixed.f  All 
depended  on  the  attitude  of  the  rulers  and  people  of  the 
southern  states,  when  the  long  cherished  dream  of  German 
unity  should  be  realized.  Before  the  great  shock  came 
which  broke  down  the  barrier  of  particularism  separating 
the  states  of  the  south  from  the  north,  an  economic  union, 
the  shadow  which  the  coming;  empire  cast  before  it,  %  had 
bound  Germany  in  respect  to  one  great  field  of  interests 
into  a  whole.  In  the  "  Customs  Union  "  re-established  in 
1867,  ||  she  found  a  much  closer  and  more  hopeful  unity 
than  that  existing  under  the  Confederation  of  1815.§  Al- 
though short-lived,  this  organization  is  of  the  greatest  in- 
terest as  a  link  in  the  chain  of  development.  It  was 
organized  on  the  plan  of  the  constitution  of  the  North 
German  Federation.^"  There  was  a  common  organ  of  the 
cabinets  of  the  allied  states  in  the  Bundesrath  of  the  Cus- 
toms Union,  a  general  representation  of  the  people  in  the 
Customs  Parliament.     The  first  was  formed  by  the  admis- 

*Laband.  StaaUrecht,  I.,  35.  The  Cons,  provided:  "  Der  Eintritt 
der  suddeutscheu  Staaten  oder  eines  derselben  in  den  Bund  erfolgt 
auf  den  Vorschlag  des  Bundes- Presidiums  im  Wege  der  Bundesgesetz- 
gebung."     Art.  79,  1"  2. 

f  Martitz.  Betrachtung  iiber  die  Verfassung  des  Norddeutschen 
Bundes,  p.  9. 

%  "Die  Verfassung  des  Zollvereins  war  der  Verfassung  des  Nord- 
deutschen Bundes  so  vollig  analog,  dass  sie  wie  ein  Schatten  erscheint, 
den  die  Reichsverfassung  vor  sich  her  warf."  Laband,  Staatsrecht, 
I.,  35. 

(J  Hahn.     Zwei  Jahre,  etc.,  pp.  624  flf. 

§  The  economic  union  was  preceded  by  a  military  one.  Laband, 
I.,  34. 

^  Hahn,  Zwei  Jahre,  etc.,  pp.  624  flf. 
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sion  of  the  plenipotentiaries  of  the  southern  States  into  the 
Bundesrath  of  the  North  German  Federation;  the  Parlia- 
ment by  the  admission  of  the  representatives  of  the  people 
elected  in  the  Southern  States  into  the  Eeichstag.  Prussia 
presided  as  in  the  North  German  Federation.  Laws  were 
passed  by  a  simple  majority  of  both  bodies,  the  old  require- 
ment of  unity  which  had  existed  in  the  previous  Customs 
Union  being  abolished.  "Thus  to  a  temporary  interna- 
tional union  was  given  a  constitution  borrowed  from  a  true 
state."* 

The  short  and  glorious  conflict  with  France  carried  on  by 
North  and  South  alike,  produced  the  conditions  necessary 
to  change  the  international  union  heretofore  existing  into 
a  real  Federation.  The  Southern  States  after  Sedan  sent 
plenipotentiaries  to  Versailles  to  consider  with  the  Presi- 
dent of  the  North  German  Federation  their  reception  into 
that  body.  A  treaty  between  the  Federation  on  the  one 
hand  and  Baden  and  Hesse  on  the  other,  was  concluded  at 
Versailles,  November  15,  1870,  to  which  was  appended  a 
constitution  of  the  German  Federation  containing  such 
amendments  to  the  North  German  constitution  as  the  ad- 
mission of  Baden  and  southern  Hesse  demanded.  Many  of 
the  changes  were,  however,  made  out  of  regard  to  the  future 
admission  of  Bavaria,  whose  wishes  were  already  known. f 
The  example  was  almost  immediately  followed  by  Bavaria 
and  Wurtemberg.  In  all  these  transactions,  the  States 
north  of  the  Main  appeared  always  as  a  whole.  No  new 
union  was  formed,  the  old  was  only  extended ;  the  legal 
continuity  between  the  North  German  Federation  and  the 
German  Umpire  is  complete. 

Although  the  renewal  of  the  expression  "Kaiser  und 
Reich"  which  took  place  at  the  suggestion  of  that  unhappy 
prince,  King  Lewis  II.  of  Bavaria,  did  not  materially  alter 

*Schulze,  Deut.  Staatsr.,  I.,  167. 
fSchulze,  Deut.  Staatsr.,  I.,  170. 
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the  constitution,  a  revision  had  become  necessary  for  other 
reasons.  The  fundamental  law  of  Germany  was  at  this  time 
contained  in  three  separate  documents,  i.  e.,  the  constitution 
agreed  upon  by  Baden,  Hesse,  and  the  North  German  Fed- 
eration, November  15th  ;  the  treaty  between  these  States 
and  Wiirtemberg,  November  j?5th,  and  that  between  the 
North  German  Federation  and  Bavaria,  November  23d. 
To  collect  and  formulate  these  scattered  provisions  into  a 
definite  Imperial  Constitution  was  the  last  act  of  the  mag- 
nificent political  drama  which  we  have  just  reviewed.* 

The  present  German  Constitution  is  a  somewhat  puz- 
zling document.  It  is  in  style  far  inferior  to  that  of  our 
own  country ;  the  forms  of  expression  are  uncouth  and 
sometimes  inexact.f  Hence,  particularly  to  a  foreigner, 
many  clauses  are  obscure  and  misleading.^:  This  is  due 
to  the  process  of  its  formation.  The  Constitution  of  the 
North  German  Federation  came  into  being  just  after  a 
great  war,  coupled  with  grave  internal  complications  in  the 
Prussian  state  itself.  It  was  a  time  when  something  had 
to  be  done;  when  substance  took  precedence  of  form.f 
The  revision  embracing  the  changes  incident  to  the  en- 
largement of  the  Federation  by  the  admission  of  the 
Southern  States  shows  little  improvement.  Consequently 
one  cannot  be  too  guarded  in  his  inferences.  It  must 
moreover  always  be  kept  in  mind  that  the  German  Con- 
stitution differs  from  ours  in  origin,  nature  and  purpose,  and 
therefore  no  simple  comparison  of  the  clauses  in  the  two 
can  serve   the  purposes  of  real   study.     "We   must,"  as 

*  This  document  has  never  been  altered  by  formal  amendment,  al- 
though in  some  points  the  law  has  undergone  important  material 
changes. 

f  Haenel,  Organ.  Eritwicklung,  etc.,  p.  8. 

%  Haenel  cleverly  explains  several  knotty  points  by  drawing  into 
consideration  the  various  drafts  which  lie  behind  the  present  constitu- 
tion. 

|  Cf.  Bismarck  in  the  Reichstag..  Apr.  16th,  1869. 
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Schaffle  says,  "accustom  ourselves  to  look  at  every  sov- 
ereign state  in  each  of  its  stages  of  development  as  a 
political  personality."*  Nowhere  is  this  more  necessary 
than  in  dealing  with  the  German  Constitution.  In  it  we 
find  the  cherished  formulations  of  political  speculation 
giving  way  to  the  demands  of  the  actual.  We  find  a  great 
state  springing  up  from  a  chaos  of  weak  principalities  and 
taking  a  commanding  place  among  the  powers  of  the 
world.  Yet  a  great  number  of  the  rules  formulated  by 
political  writers  of  the  eighteenth  century,  which  played  so 
considerable  a  part  in  the  formation  of  our  own  federal 
system,  are  ignored  in  the  present  German  Constitution. 
The  doctrine  of  a  division  of  powers,  for  instance,  is  neither 
realized  in  practice  nor  accepted  in  theory.  We  find  no 
checks  and  balances;  no  supreme  court  empowered  with 
the  decision  of  constitutional  conflicts.  The  representatives 
of  the  people  do  not  fall  into  two  houses  of  legislation ;  the 
central  power  does  not  in  general  execute  the  laws  it 
makes;  the  federal  treasury  is  largely  and  purposely  de- 
pendent on  the  contributions  of  the  several  states.  In 
short,  the  peculiar  conditions  existing  at  the  time  of  the 
establishment  of  the  union  are  everywhere  reflected  in  the 
provisions  of  the  constitution.  The  old  definition  of  a 
federation  showed  itself  too  narrow,  and  the  jurists  of  Ger- 
many have  since-  been  endeavoring  to  formulate  a  concep- 
tion which  should  correspond  to  the  new  political  phenom- 
enon. 

,  In  the  formation  of  the  North  German  Federation  in 
1867,  the  difficulties  to  be  surmounted  and  the  conflicting 
interests  to  be  reconciled  were  by  no  means  inconsiderable. 
It  was  necessary  to  give  the  requisite  form  to  extremely 
unmanageable  material.  The  various  sovereign  states 
which  were  to  be  united  contained  in  all  some  thirty-three 
millions  of  inhabitants,  but  of  these  a  single  one,  Prussia, 

*Bau  und  Leben  des  socialen  Eorpers,  IV.  411.     Quoted  by  Riime- 
hn. 
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had  no  less  than  twenty-four  millions,  or  four-fifths  of  the" 
whole  number.  The  other  fifth  was  divided  among 
twenty-one  States,  of  which  one  only,  the  Kingdom  of  Sax- 
ony, had  a  larger  population  than  the  city  of  Berlin  (then 
702,000).  Eight  of  the  proposed  members  had  less  than 
100,000  inhabitants  each  *  The  difficulties  of  the  situation 
were  appreciably  increased  by  the  necessity  of  considering, 
in  the  organization  of  the  union,  the  future  admission  of 
the  Southern  States.  Three  distinct,  and  in  many  respects 
conflicting,  forces  had  to  be  brought  into  harmonious  action. 
There  was,  in  the  first  place,  the  Kingdom  of  Prussia,  one 
of  the  great  European  powers,  conscious  of  a  glorious  past, 
strong  in  present  victory,  with  possessions  comprising 
almost  thirteen- fifteenths  of  the  whole  territory  embraced 
in  the  plan  of  union;  in  truth,  a  most  unmanageable  mem- 
ber for  a  federation  like  our  own.  It  seemed  destined  to 
occupy  a  dictatorial  position  in  any  possible  form  of  union. 
The  second  element  to  be  considered  was  the  particularistic 
or  monarchical  power  in  the  remaining  twenty-one  coun- 
tries. These,  as  we  have  seen,  were,  in  general,  very 
limited  in  extent.  Had  one,  at  this  time,  traveled  in  a 
straight  line  from  Fulda  to  Altenburg,  a  distance  of  some 
one  hundred  and  twenty-five  English  miles,  he  would  have 
found  himself,  on  the  way,  in  the  dominions  of  nine  sov  • 
ereign  and  independent  monarchs,  and  have  crossed  thirty- 
four  boundary  lines.  Insignificant  and  scattered  possessions 
do  not,  however,  necessarily  imply  moderate  pretensions. 
Each  of  these  States  possessed  a  long  recognized  sovereignty 
not  inferior,  from  a  legal  standpoint,  to  that  of  Prussia 
itself.  And  in  spite  of  the  efforts  of  the  educated  classes  in 
behalf  of  unity,  these  minor  governments  seem  in  general 
to  have  enjoyed  a  high  degree  of  popularity  among  their 
subjects.f     Lastly,  the  force  of  public  opinion  bad  to  be 

*For  these  particulars,  I  rely  on  Haenel,  Organ.  Entwicklung., 
p.  9. 

f  See  Sybel's  speech  in  the  Reichstag,  1867.  Bezold:  Materialien  der 
deutschen  Reichsverfassung,  I.,  583. 
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considered  in  the  new  order.  This  took  the  form  of  a 
demand  for  liberal  institutions  and  a  united  Germany.  On 
examining  the  North  German  Constitution  we  find  each  of 
these  three  forces  assigned  an  appropriate  organ.  The 
presidency  of  the  Federation  {Bundesprasidium)  is  united 
forever  in  a  personal  union  with  the  crown  of  Prussia.  In 
the  Bundesrath  the  princes  of  the  various  confederated 
states  represent  collectively  the  whole  power  of  the  federal 
state.  In  the  Reichstag,  a  representation  of  the  German 
nation  as  a  whole  *  exerts,  as  in  the  individual  states,  a 
check  on  the  exercise  of  the  powers  of  government. 

As  has  already  been  pointed  out,  the  President  of  the 
Federation,  or,  as  he  is  now  called,  the  Emperor,  is  not 
properly  speaking  a  monarch,  for  the  chief  characteristics 
of  a  monarch  are  quite  wanting  in  his  case.  He  has,  for 
example,  no  veto,  but  must  promulgate  all  laws  which  are 
constitutionally  passed  by  the  Bundesrath  and  Reichstag, 
whether  they  are  agreeable  to  him  or  not.  In  the  Bundes- 
rath, and  not  in  the  Emperor,  is  vested  the  supreme  power 
of  the  state.  Where  powers,  lying  within  the  competence 
of  the  central  government,  are  not  explicitly  delegated  to 
other  factors  of  the  government,  there  is  always  a  presump- 
tion in  its  favor,  just  as  in  the  various  constitutional  mon- 
archies of  Germany  the  prejudice  is  in  favor  of  the  mon- 
arch. Among  the  writers  on  the  subject  complete  unani- 
mity prevails  in  denying  to  the  Emperor  the  title  of 
sovereign.^     The  explanation  for  this  lies  in  the  experience 

*  Die  Mitglieder  des  Reichstages  sind  Vertreter  des  gesamraten 
Volkes  und  an  Auftragen  mid  Instruktionen  nicht  gebunden.  (Cods., 
Art.  29.) 

f"In  der  Literatur  herrscht  daruber  voiles  Einverstandniss,  dass 
dei-  Kaiser  nicht  Souverain  des  Reiches  ist ;  wernu  trotzdem  zahlreiche 
Sehriftsteller  das  Reich  als  einen  '  monarchischen  Bundesstaat '  be- 
zeichnen  oder  ihm  einen  '  monarchischen  '  Charakter,  eiae  '  monarch- 
ische '  Spitz  zuschreiben,  so  wird  das  Wort  nicht  im  staatsrechtlichen 
Sinne  gebraucht,"  Laband,  I.  89,  note. 

The  old  Holy  Roman  Empire  was  legally  a  monarchy.     The  charac- 
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of  the  past.  In  1848-9  the  attempt  of  the  Frankfurt  con- 
vention to  make  of  Germany  a  constitutional  monarchy, 
signally  failed.  The  effort  of  Prussia  at  Erfurt  was  not 
more  successful,  although  the  title  of  Emperor  was  rejected 
and  a  college  of  princes  introduced.  The  essentials  of  a 
monarchy  were  retained,  and  in  spite  of  all  the  rights 
granted  to  the  German  princes,  they  became  subjects  of  the 
King  of  Prussia.*  During  the  debates  on  the  constitution 
in  the  North  German  Reichstag  of  1867,  Bismarck,  in  op- 
position to  a  motion  to  include  a  responsible  ministry  in 
the  new  system,  declared  that  this  could  only  take  place  if 
the  new  constitution  was  made  monarchial,  but  this  he  con- 
tinued, would  involve  the  mediatization  of  those  upon 
whom  the  monarchial  power  was  not  conferred.  "Such  a 
mediatization  has,  however,  been  neither  conceded  by  our 
allies  nor  aimed  at  by  us.  It  has  been  hinted  here  by 
some  that  this  could  be  carried  out  by  force,  by  others,  that 
it  would  to  a  certain  extent  come  of  itself  ....  We  do 
not,  however,  believe  this  to  be  true,  nor  do  we  expect 
that  any  considerable  number  of  the  German  princes  would 
exchange  their  places  for  that  of  an  English  peer."f  Not 
only  did  the  princes  themselves  strenuously  oppose  any- 
thing approaching  subjection  to  the  King  of  Prussia,  but 
their  subjects  exhibited  the  particularistic  tendencies  which 
Bismarck  declares  to  be  inherent  in  the  German  character.* 
Hence,  if  the  errors  of  the  past  attempts  at  reform  were  not 

ter  of  the  Dew  Empire  appears  in  the  title,  which  is  not  Emperor  of 
Germany,  but  German  Emperor,  thus  with  no  territorial  attribute. 
See  Zorn,  article  Kaiserthum,  in  Holzendorff 's  Rechtslexicon  (1881),  II., 
426. 

*See  Sybel  in  the  Reichstag,  Bezold,  Materialien,  etc.,  i.,  582. 

f  Quoted  by  Busch  in  Unser  Reichskanzler,  i.,  59-60.  Something  in 
many  respects  resembling  the  present  Bundesrath  had  been  long  a 
cherished  scheme  of  Bismarck's,  as  a  motion  of  his  in  the  Erfurt  Par- 
liament of  1850  proves.     See  Martitz,  Betrachtungen,  etc.,  pp.  50-51. 

J  See  Busch,  Unser  Reichskanzler,  p.  61,  and  Sybel,  Begrundung  des 
Deutschen  Reiches,  II.,  334-5. 


26  The  German  Bundesrath. 

to  be  repeated,  it  was  of  prime  necessity  that  the  self-esteem 
of  the  individual  states  as  such  should  be  taken  into  con- 
sideration in  framing  the  new  constitution.  The  members 
had  to  be  compensated  in  kind,  so  to  speak,  for  the  sacrifices 
of  individual  power.  The  past  furnished,  as  already  hinted, 
an  excellent  basis  on  which  to  found  an  institution  which 
would  realize  this  end.  Prussia  had  proposed  to  reform 
the  old  Confederation  by  increasing  the  competence  of  the 
central  power,  adding  a  representation  of  the  people,  and 
doing  away  with  the  requirement  of  unanimity,  thus,  as  it 
were,  building  around  the  old  Bundestag  or  Assembly  of 
the  Confederation.  The  realization  of  the  plan  was  of 
course  once  for  all  rendered  impossible  by  the  sudden 
demise  of  the  Bundestag  in  1866.  An  institution  closely 
resembling  it,  however,  in  many  respects,  immediately 
sprang  into  being  through  the  treaty  above  referred  to  of 
August  18, 1866,  for  the  commissioners  sent  by  the  various 
cabinets  during  the  winter  of  1866-67  to  deliberate  on  the 
draft  of  a  constitution,  composed  an  assembly  correspond- 
ing in  the  main  with  the  former  Bundestag,*  i.  e.,  a  con- 
gress of  the  plenipotentiaries  of  the  allied  governments 
voting  according  to  instructions.  This  developed  rapidly 
into  the  Bundesrath  of  to-day.  The  conduct  of  the  pro- 
ceedings was  naturally  assigned  to  Prussia,  and  the  King  of 
Prussia  invested  with  the  right  of  convoking  and  adjourn- 
ing the  Reichstag,  as  the  representative  assembly  was 
already  called.  The  relations  between  this  council  of 
plenipotentiaries  and  the  representatives  of  the  people,  con- 

*Schulze,  Deut.  Staatsr.,  II.,  47.  A  precedent  for  the  Bundesrath 
is  to  be  found  even  in  the  oldest  constitution  of  the  Holy  Roman  Em- 
pire, such  is  the  continuity  of  German  constitutional  development. 
"Nur  mit  veranderten  Namen,"  Schulze  writes,  "ist  der  Bundesrath 
an  die  Stelle  des  ehemaligen  deutschen  Rechstages  getreten.  Mag 
man  politische  jede  vergleichung  unseres  Bundesrathes  mit  jenem  viel 
verspotteten  Reichstag  von  Regensburg  zuriickweisen,  fur  die  Staats 
rechtliche  Koustruktion  bietet  derselbe  tiberraschende  analogien." 
Staatsr.  II.,  48. 
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voked  early  in  1867,  are  an  exact  picture  of  those  which 
continue  to  exist  between  the  Bundesrath  and  Reichstag. 
The  constitution  was  dealt  with  exactly  as  a  bill  would  be 
to-day.  The  Bundesrath  (verbundete  Regierungen)  prepared 
the  draft  to  be  submitted  to  the  Reichstag.  This  was,  after 
certain  changes,  accepted  by  the  latter  body,  and  returned 
to  the  Bundesrath  for  its  final  acceptance.  "No  new  or- 
ganization was  demanded.  Already  existing  arrangements, 
at  once  the  natural  expression  of  prevailing  conditions  and 
the  reflection  of  historical  facts,  had  only  to  be  more  clearly 
defined  and  legally  fixed."* 

Although  the  Bundesrath  is  really  a  perpetuation  of  an 
institution  characteristic  of  a  loose  international  union,  we 
must  guard  against  the  inference  that  the  present  Empire  is 
to  be  classed  with  the  Confederation  of  1815.  The  Bundes- 
rath, unlike  its  progenitor,  is  not  the  single  organ  of  a  loose 
confederation  or  Staatenbund,  but  one  of  the  three  great 
organs  of  a  true  federation  or  Bundesstaat^  of  a  composite 
state  which,  in  contradistinction  to  its  predecessor,  possesses 
an  independent  power  of  legislation  and  administration  and 
a  recognized  sovereignty  over  its  members,  the  individual 
states.  This  putting  of  new  wine  into  old  bottles  might 
seem,  at  first  thought,  a  dangerous  experiment.  It  would 
appear  unlikely  that  an  assembly  organized  in  1815  in  ac- 
cordance with  Prince  Metternich's  ideas  of  government 
would  find  itself  at  home  in  the  radically  altered  surround- 
ings of  to-day.  Such  an  apprehension  would,  however, 
rest  solely  on  the  supposition  that  the  conditions  which  just- 
ified the  formation  of  a  body  like  the  old  Bundestag  no 

*Laband,  Deut.  Staatsr.,  I.,  216. 

f  The  definition  of  the  words  Federation  and  Confederation  as  found 
in  the  Federalist,  reflect  to  some  extent  the  peculiarities  of  our  own 
constitution,  and  are  not  precisely  equivalent  to  the  terms  Bundesstaat 
and  Slaatenbund  as  usually  understood.  Still  it  seems  unnecessary  to 
introduce  new  terms,  as  the  existing  ones  may  easily  be  widened  to 
embrace  new  political  phenomena. 
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longer  existed  in  1867.  A  more  careful  consideration 
shows  that  this  supposition  is  not  borne  out  bj  the  facts. 
All  contradiction  disappears  if  we  remember  that  every 
historical  federation  retains  in  its  various  members  political 
creations  belonging  to  an  antecedent  period;  for  should  the 
states  of  which  the  federation  is  formed  lose  their  identity r 
the  federation  would  merge  into  a  unitary  government, 

II 

The  Bundesrath  has,  as  Laband  has  clearly  pointed  out,  a 
double  nature,  corresponding  exactly  to  the  double  nature 
\  of  the  Federation.  It  "  serves  partly  for  the  exercise  and 
assertion  of  the  membership  rights  of  the  individual  states, 
partly  as  an  organ  of  the  Empire ;  in  the  latter  capacity  as 
an  ideal  unity."*  Accepting  Laband's  distinction,  W3  shall 
treat  the  Bundesrath  first  in  its  federative  aspect,  and  sec- 
ondly as  an  organ  of  the  state. 

Without  attempting  to  decide  the  involved  question 
whether  or  no  the  states  of  a  federation  may  be  rightly 
termed  in  any  sense  sovereign,  certain  it  is  that  many  pow- 
ers appertaining  to  an  independent  state  are  sacrificed  on 
entering  a  union.  In  order  to  recompense  the  states  for 
this  loss,  as  well  as  to  insure  the  continuance  of  the  federa- 
tion, and  prevent  a  lapse  into  a  unitary  state,  we  find  in 
the  existing  examples  of  federations,  a  participation  of  the 
states,  as  such,  in  the  formation  of  the  governing  bodies. 
Of  this  our  Senate  affords  an  example  as  well  as  the  Swiss 
8tdnderaih.\  Answering  a  similar  purpose,  but  differing 
radically  in  character  and  origin,  is  the  German  Bundes- 
rath. Here  we  find  the  states,  or  their  sovereigns  for  them, 
not  only  participating  in  the  government,  but  constituting 
in   their   totality  the   collective    sovereign  of  the  Empire. 


•  Laband,  Staatsrecht,  I.,  217. 

f  The  Staatenhaus  of  the  Frankfurt  Constitution  of  1849  was  a  sim- 
ilar institution.     Cf.  Schulze,  Deut.  StaaUr.,  II.,  46. 
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Every  member  of  the  Federation  is  represented  in  this 
body,  but  only  members  have  any  right  to  share  in  its 
formation.  Alsace-Lorraine,  for  instance,  neither  has,  nor 
can  have,  a  vote  in  the  Bundesrath.  Its  exclusion  is  not 
due  to  any  difficulty  to  be  encountered  in  the  appointment 
and  instruction  of  plenipotentiaries,  but  to  the  fact  that  the 
territory  won  from  France  is  not  a  member  of  the  Union 
at  all,  but  a  province  of  the  Empire.  No  power  intervenes 
between  its  inhabitants  and  the  Empire.  It  is  not  a  state, 
but  resembles  very  closely  in  position  one  of  our  territories.* 
It  would  farther  be  out  of  all  accord  with  the  nature  of 
the  institution  to  receive  into  the  Bundesrath  representa- 
tives of  any  class  of  the  inhabitants,  or  to  admit  to  a  seat 
distinguished  individuals  or  the  mediatized  princes  who 
formerly  ruled  over  their  lands  as  monarchs. 

In  apportioning  the  votes  among  the  various  members, 
the  framers  of  the  constitution  simply  adopted  the  rule  of 
the  former  Plenum.f     In  this  way  the  endless  discussion 


*  Commissioners  are  however  appointed  by  the  government  of  Al- 
sace-Lorraine to  participate  in  the  deliberations,  but  not  in  the  deci- 
sions, of  the  Bundesrath.     (Law  of  July  4th,  1879.) 

f  The  following  is  a  comparison  between  the  Plenum  as  it  appeared 
in  the  Act  of  Confederation  in  1815,  and  the  existing  arrangement  of 
the  Bundesrath  : 


Austria 

Prussia 

Kingdom  of  Saxony . . . 

Bavaria 

Hannover 

W  tirtem  berg 

Baden  

Electoral      Hesse     or 

Hesse  Cassel 

Grand-duchy  of  Hesse 

or  Hesse-Darmstadt. 

Holstein 

Luxemburg 

Brunswick 

Mecklenburg  -  Schwer- 

in 

Nassau 

Saxe- Weimar 


Plenum. 
4 
4 

B'rath. 

17 

4 
4 
4 

J 

4 
6 

4 

3 

3 

3 
3 
3 
2 

3 
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Excluded  from  the  new  Union. 

The  17  votes  of  Prussia  consist,  in 
addition  to  its  original  4,  of  those 
of  the  annexations  of  1866,  i.  e., 
Hannover  4,  Elec.  Hesse  3,  Hol- 
stein 3,  Nassau  2,  and  Frank- 
furt 1. 
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which  any  attempt  at  a  new  distribution  would  inevitably 
have  entailed,  was  avoided.  The  long-established  system 
had  lost  the  arbitrariness  which  it  once  possessed,  and  be- 
come, as  it  were,  the  habit  of  the  nation.*  The  four  votes 
of  Prussia  were,  it  is  true,  more  than  quadrupled  by  the  an- 
nexations of  1866,  still  this  was  no  deviation  from  the  es- 
tablished principle.  Bavaria,  however,  retained  in  the 
empire  the  two  extra  votes  granted  her  in  the  Bundesrath 
of  the  Customs-Union,  and  occupies  thus  an  exceptional 
position. 

The  exercise  of  rights  left  by  the  Constitution  to  the  vari- 
ous members  is,  in  principle,  the  domestic  concern  of  each 
state,  and  so  determined  by  state  law.  A  complete  under- 
standing of  the  Bundesrath  is  therefore  impossible  without 
at  least  a  passing  notice  of  the  method  of  choosing  and 
instructing    the   plenipotentiaries  who    form    that  august 
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The  dying  out  of  the  Saxe-Gotha 
line  in  1825  caused  a  re-arrange- 
ment of  the  little  Thiiringian 
states,  from  which  the  present 
duchies  arose ;  Altenburg  being 
the  former  Heldburghausen  fam- 
ily.   See  Meyer,  Deut.  Staatsr.,  90. 


United  in  1863,  and  now  known 
simply  as  Anhalt. 


These  principalities  united  volun- 
tarily with  the  Prussian  State  in 
1849. 


Excluded  from  the  new  Union. 


Annexed  to  Prussia,  1866. 


*  See  Bismarck's  speech  in  Bezold,  1.  c,  I.,  649. 
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assembly.  But  here  arises  the  question,  are  the  states,  or 
their  monarchs  for  them,  represented  in  the  Bundesrath  ? 
On  this  point  the  German  jurists  are  not  at  one.  Meyer 
and  several  others  assert  that  "  the  states  in  their  relations 
with  the  Empire,  as  in  the  case  of  the  earlier  confederation, 
are  represented  solely  in  and  through  the  person  of  their 
monarchs."*  They  therefore  deny  to  the  individual  states 
the  right  to  grant  to  the  representatives  of  the  people,  by 
constitutional  amendment,  any  participation  in  the  instruc- 
tion of  the  delegates  to  the  Bundesrath.f  This,  they  would 
consider  a  violation  of  the  imperial  law.  Still  they  admit 
that  the  princes  have  a  place  in  the  Bundesrath,  not  in  vir- 
tue of  a  personal  right,  but  only  as  head  and  representative 
of  their  states,  and  consequently  only  so  long  as  they  con- 
tinue in  possession  of  the  power  of  the  state. :{:  Laband,  on 
the  other  hand,  declares  the  members  of  the  union  to  be 
states  and  not  princes.  liDas  Reich  ist  hein  Furstenbund 
sondern  ein  axis  den  deutschen  Staaten  gebildeter  Staat."\ 
The  prince  or  his  ministry  is  the  natural  representative 
of  the  state  in  its  relations  with  an  outside  power,  as  form- 
erly with  foreign  states,  so  now  with  respect  to  the  Empire. 
But  there  is  nothing  to  prevent  the  state  law  from  regu- 
lating the  conditions  under  which  the  instructions  are  given.§ 
There  is  nothing  in  the  constitution  of  the  Empire,  either 
expressed  or  implied,  indicative  that  the  instruction  of  the 
plenipotentiaries  belongs  exclusively  to  the  monarch  or  his 

*  Meyer,  Staatsrecht,  p.  347. 

f  "  Da  aber  reichsverfassungsmassig  im  Bundesrath  nur  die  Regier- 
ungen  vertreten  sind,  so  darf  die  Instruction  landesgesetzlich  nicht 
Ton  einer  Zustimmung  des  Landestages  abhangig  gemacht  werden. 
Meyer,  I.e.,  p.  355. 

%  Meyer,  Staatsrecht,  p.  347. 

|  Laband,  Deut.  Staatsrecht,  I.,  89. 

§  "  Die  Reichsverfassung  normirt  lediglich  die  Abstimmung  im  Bun- 
desrathe,  aber  rait  keinem  Worte  die  Instruktionsertheilung  welche 
res  interna  jedes  einzelnen  Staates  ist."     Laband,  1.  c.,  I.,  226. 
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ministry.  To  a  foreigner,  especially  to  an  American,  it  is 
hard  to  see  why  the  sovereign  should  be  any  freer  from  con- 
stitutional control  where  the  interests  of  the  state  as  a 
member  of  the  union  are  concerned,  than  in  internal  affairs. 
x  They  were  not  absolute  monarchs  who  confederated  in  1866, 
but  monarchs  limited  each  by  a  constitution.  Even  if  they 
and  not  the  states  be  represented  in  the  Bundesrath,  they 
are  not  freed  from  the  constraints  to  which  the  increasing 
self- consciousness  of  nations  has  seen  wise  to  submit  the  in- 
dividual ruler.  Inasmuch,  however,  as  nothing  happens 
in  the  German  states  without  the  monarch's  will,  it  is  highly 
improbable  that  any  law  will  be  passed  in  the  individual 
states,  granting  the  Landtag  or  assembly  of  representatives 
of  the  people,  a  voice  in  the  instruction  of  the  plenipoten- 
tiaries.* 

Although  an  assembly  of  instructed  representatives  of 
the  various  members,  the  Bundesrath  is  to  a  certain  extent 
a  deliberative  body.  This  arises  first  from  the  fact  that 
"instruction"  is  a  very  elastic  term,  comprehending  many 
degrees  of  explicitness.  "  The  instructions  may  consist  in 
a  carte  blanche  or  in  the  most  minutely  detailed  course  of 
action,  or  even  in  the  requirement  that  the  representative 
must,  before  proceeding,  procure  a  special  indication  of  the 
wishes  of  his  government."f  It  thus  often  happens  that 
the  members  are  not  supplied  with  instructions  for  each 
particular  case,  but  within  certain  bounds  may  vote  ac- 
cording to  their  own  judgment.^  This  is  most  natural  in 
the   case   of  ministers  and   presidents   of    the   individual 

*  Laband  adds  most  characteristically:  "  Auch  ist  nicht  zu  verkennen 
dass  audi  aus  anderen  politischen  Grimden  ein  solclies  Gesetz  ver- 
werflich  ware,  da  das  Volk  in  seiner  Gesammtheit  durch  den  Reichs- 
tag eine  Vertretung  erhalten  hat  neben  welcher  die  Volksvertre- 
tungen  der  einzelnen  Staaten  zuriicktreten  mussen."  Deut.  Staatsr., 
p.  227. 

fSee  Seydel,  Holzendorff  and  Brentano's  Jahrbuch,  III.,  277. 

X  Meyer.  Staatsr.,  p.  361. 
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cabinets,  who  frequently  undertake  the  task  of  representing 
their  states.  In  looking  over  the  names  for  1888  we  find 
the  cabinets  of  the  individual  states  largely  represented. 
From  Prussia,  besides  the  president  of  the  ministry,  the 
ministers  of  the  Interior,  of  War,  of  Finance,  etc.;  from 
Saxony,  ministers  of  the  Interior  and  of  Finance;  from 
Bavaria  the  same ;  from  Wiirtemberg,  the  president  of  the 
cabinet  and  the  minister  of  the  Interior.*  Thus  the 
Bundesrath  appears  not  so  much  in  the  light  of  a  diplomatic 
body  as  of  an  assembly  of  specialists.f  As  a  means  of 
communication  between  the  various  state  governments, 
nothing  could  be  more  convenient  and  effective.  Here  the 
leading  men  meet  together  and  consider  the  common  policy 
to  be  pursued.  The  process  of  instruction  may  easily  be 
reversed.  The  plenipotentiary  by  his  report  may  affect  the 
opinion  of  his  government,  of  which  he  is  often  an  im- 
portant member,  and  so  instruct  rather  than  receive  instruc- 
tion from  others.;}:  Still  it  is  always  the  will  of  the  state 
government  which  asserts  itself  in  the  vote.  The  member 
of  the  Bundesrath  is  never,  as  in  our  Senate,  a  representa- 
tive of  the  people  of  the  Empire,  but  of  his  state  govern- 
ment ;  his  is  not  the  voice  of  the  individual,  but  of  the 
state.  This  difference  is  well  expressed  by  Bismarck  in 
his  speech  of  April  19th,  1871.  After  referring  to  the 
proposed  Erfurt  Constitution  where  the  member  was  not 
bound  by  instructions,  but  voted  according  to  his  own  con- 
victions, he  continues,  "In  the  Bundesrath  the  votes  do  not 
weigh  so  lightly  ;  there  it  is  not  Freiherr  von  Friesen  who 
votes,  but  the  Kingdom  of  Saxony  through  him.  Accord- 
ing to  his  instructions,  he  deposits  a  vote  which  is  a  care- 

*See  Handbvch  fur  das  deutsche  Reich,  1888,  p.  4  ff.  Up  to  1880 
the  names  of  plenipotentiaries  are  to  be  found  in  the  Reichsgesetzblatt. 

f  *  Der  Bundesrath  ist  kein  diplomatischer  Korper,  sondera  ein  sich, 
aus  einer  Reihe  von  Fachmanner  zusammensetzendes  Collegium." 
Martitz,  Betrachtungen,  etc.,  p.  43. 

\  Laband,  I.,  231,  and  note  3 
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ful  distillation  of  all  the  forces  which  combine  to  form  the 
public  life  of  Saxony.  This  vote  is  the  diagonal  of  the 
political  forces  which  play  a  part  in  the  Saxon  state.  >  .  . 
Analogously  in  the  Hanse  towns,  in  the  republican  members, 
it  is  the  whole  weight  of  a  great,  rich,  powerful  and  intelli- 
gent commercial  city  which  is  represented  in  a  vote  of  the 
city  of  Hamburg  in  the  Bundesrath,  not  the  vote  of  a  citi- 
zen of  Hamburg  who  can  vote  this  way  or  that  according 
to  his  convictions.  The  vote  in  the  Bundesrath  should  corn- 
command  the  respect  due  to  the  whole  political  life  of  a 
member  of  the  Union." 

The  instruction  of  the  members  of  the  Bundesrath  is  the 
affair  of  the  individual  state  governments,  and  not  a  matter 
of  which  that  body  takes  cognizance.  In  seeming  contra- 
diction to  this  is  the  clause  in  the  Constitution,  "  Unrepre- 
sented and  uninstructed  votes  shall  not  be  counted."*  This 
is  not  to  be  taken  literally.  It  does  not  mean  that  this  is 
the  penalty  for  voting  without  instructions,  that  the  vote 
of  an  uninstructed  member  is  simply  neglected.f  Nothing 
could  be  farther  from  the  truth.  The  Bundesrath  has 
neither  the  duty  nor  the  right  to  investigate  the  nature  of 
the  plenipotentiaries'  instructions.  That  he  is  plenipoten- 
tiary suffices.  It  never  inquires  whether  a  member  is  vot- 
ing according  to  instructions,  and  it  would  have  no  influence 
on  the  validity  of  the  decision  if  it  should  be  afterwards 
discovered  that  all  the  members  had  voted  without,  or 
even  against,  their  instructions.  The  motives  are  no  more 
considered  in  the  Bundesrath  than  in  the  House  of  Eepre- 
sentatives.  The  impracticability  of  attempting  such  a 
supervision  and  the  paralyzing  effect  on  the  work  of  the 
assembly  is  too  obvious  to  need  farther  amplification. 
The  clause  of  the  Constitution  above  referred  to  means, 
first,  that  the  states  are  in  no  way  compelled  to  take  part 

*Reich8verfas8ung.,  Art  7.,  T[  3. 

f  Seydel,  Holzendorff  &  Brentano's  Jahrbuch,  III.,  277. 
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in  the  proceedings;*  and  that,  farther,  a  member  cannot 
demand  that  a  vote  be  deferred  because  he  has  no  instruc- 
tions.f  That  his  vote  corresponds  to  his  instructions,  the 
plenipotentiary  is  therefore  responsible  to  his  home  gov- 
ernment alone.  His  vote  is  in  every  case  unconditionally 
binding  on  the  state  he  represents. 

The  active  participation  of  the  individual  members  of 
the  Union  in  the  Bundesrath  is  not  confined,  as  a  clause 
in  the  Constitution  would  at  first  glance  seem  to  indicate, 
to  matters  affecting  their  own  state  directly  or  indirectly, 
but  extends  as  well  to  measures  which  relate  solely  to 
other  portions  of  the  Union.  The  Bundesrath  is  the  organ 
of  the  Empire  as  a  whole,  and  is  in  principle  concerned 
only  with  the  whole  even  where  but  a  portion  of  the  realm 
is  directly  affected.  The  clause  referred  to  reads,  "  In  the 
decision  upon  a  matter  which,  according  to  the  provisions  of 
this  Constitution,  is  not  common  to  the  whole  Empire,  only 
the  votes  of  those  states  shall  be  counted  to  which  the 
matter  is  common  (yemeinschaftlichy%  This  refers  only  to 
the  Southern  States,  which  have  been  exempted  from  the 
action  of  the  federal  power  in  certain  departments.  They 
have  in  certain  respects,  remained  outside  the  Union,  so  to 
speak,  and  are  naturally  precluded  from  interfering  with 
matters  which  do  not  concern  them,  either  individually  or 
as  members  of  the  Union.  For  example,  the  votes  of  Ba- 
varia and  Wiirtemberg  are  not  taken  into  consideration  in 
decisions  touching  the  administration  of  the  imperial  post 


*  Dissenting  from  this  generally  accepted  opinion,  Zorn  claims  that 
"dauernde  Fernhaltung  eines  Staatesvom  Bundesrath  wurde  uberdies 
wohl  die  Anwendung  des  Artikel  19  der  Reichsverfassung  (Bundes- 
exekution)  zur  Folge  haben  miissen."  HolzendorflPs  Rechtslexikon, 
I.,  435.       . 

fLaband,  Deut.  Staatsr.,  I.,  222,  228-9.  Meyer,  Staatsr.,  355. 
Schulze,  Deut.  Staatsr.,  II.,  51. 

X  Art.  7,  «[  4. 


36  The   German  Bundesrath. 

and  telegraph,  nor  Baden's  in  matters  relating  to  the  beer 
and  brandy  excise.* 

We  now  turn  to  a  consideration  of  the  organization  of 
the  Bundesrath  as  a  portion  of  the  constitutional  mechanism 
of  the  Empire.  The  form  of  business  in  this  body  is  regu- 
lated to  a  certain  extent  by  the  Constitution,  more  specifi- 
cally by  the  Rules  of  Procedure.f  The  latter  has  not  the 
force  of  law,  and  may  be  altered  at  the  pleasure  of  the  as- 
sembly.^: 

The  Bundesrath.  is  not  a  permanent  •  assembly  as  the 
former  Bundestag  was  in  theory,  and  the  old  Reichstag  of 
the  Holy  Roman  Empire  was  in  fact,  but  is  assembled  at 
least  yearly  by  the  emperor.  |  It  is,  nevertheless,  distin- 
guished from  the  ordinary  parliamentary  assembly  by  the 
so-called  principle  of  continuity  (Kontinuitat),  which  links 
each  new  session  closely  to  the  last.  For,  in  contrast  to  the 
rules  of  the  Reichstag,  business  is  resumed  at  the  point 
where  it  was  broken  off'  by  adjournment  at  the  close  of  the 
preceding  session. 

iVlthough  the  Constitution  vests  the  power  of  summoning 
the  Bundesrath  in  the  emperor,  he  exercises  this  power 
only  under  important  limitations.  He  may  not  call  the 
Reichstag  together  without  at  the  same  time  summoning 
the  Bundesrath,  although  it  is  quite  allowable  and  custom- 
ary, especially  for  the  preparation  of  bills  to  be  laid  be- 
fore the  representatives  of  the  people,  to  convoke  the  Bun- 

*  Constitution  Arts.  35  and  52.  See  Laband,  Deut.  Staatsr.,  L,  229- 
30.     Meyer,  Staatsr.,  359. 

f  Geschaftsordnung  fur  den  Bundesrath  ;  printed  1871  at  the  Kong- 
lichen  Geheimen  Ober-Hofbuchdruckerei,  Berlin,  18  pp.  Revised 
1880.  There  is  a  good  account  of  the  contents  in  Laband.  I.,  252  ff. 
The  writer  was  unable  to  gain  access  to  the  original,  either  at  the 
Royal  Library  or  at  the  Reichstag  Library. 

}  Laband,  I.  c,  I.,  252. 

II  Schulze,  Deut.  Staatsr.,  II.,  64-5,  and  Cons.,  Art.  13. 
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desrath  alone. *  Moreover,  the '  Emperor  is  bound  to 
assemble  the  Bundesrath  if  one- third  of  the  votes,  that  is 
twenty,  are  in  favor  of  it.f 

Each  session  falls,  for  convenience,  into  two  periods. 
The  important  work,  where  the  presence  of  the  chief  pleni- 
potentiary of  the  larger  states  is  requisite,  is  condensed  into 
as  short  a  space  of  time  as  possible;  the  remainder  of  the 
session  being  devoted  to  the  transaction  of  the  less  important 
business.;}:  Thus  the  leading  statesmen  are  relieved,  and 
their  term  of  attendance  shortened.  When  we  recollect 
that  these  men  play  the  chief  role  in  the  administration  of 
their  respective  states,  in  addition  to  their  duties  in  the 
direction  of  the  federal  affairs,  the  necessity  of  this  arrange- 
ment is  obvious. 

The  conduct  of  the  business  devolves  upon  the  Imperial 
Chancellor,  who  is  designated  by  the  Constitution  as  Presi- 
dent of  the  Bundesrath.  During  the  session  he  appoints 
the  time  of  meeting,  and  opens  the  sittings;  all  communi- 
cations from  the  Reichstag,  the  motions  of  the  individual 
members  of  the  Union,  and  all  petitions  directed  to  the 
Bundesrath,  pass  through  his  hands.  Such  petitions  as 
clearly  do  not  fall  within  the  sphere  of  the  assembly  he 
may  reject  without  farther  formality.  That  only  a  pleni- 
potentiary of  Prussia  may  be  appointed  to  this  position  is 
generally  admitted.]     Hence  there  are  vested  necessarily 

*  Cons.,  Art.  13.     James,  German  Constitution,  \>.  24. 

f  Cons.,  Art.  14.     James,  German  Constitution,  p.  24. 

X  Laband,  Staatsreeht,  I.,  256. 

|  Meyer,  1.  c.,  p.  357,  note  7;  Haenel  1.  c.,  II.,  24  ff.  That  the  Chan- 
cellor must  be  a  member  of  the  Bundesrath,  the  wording  of  the  Con- 
stitution (Art..  15)  clearly  implies,  inasmuch  as  it  provides  for  the 
appointment  of  any  other  member  ("jedes  andere  Mitglied")  of  that 
body  as  a  temporary  substitute  for  the  Chancellor.  That  no  other 
member  than  a  Prussian  plenipotentiary  may  be  appointed  is  doduci- 
ble  from  the  circumstance  that  the  appointment  and  dismissal  of  the 
Chancellor  are  vested  solely  in  the  Emperor.  Should  he  select  any 
other  than  one  of  his  owu  representatives,  that  plenipotentiary  might 


38  The   German  Bundesralh. 

in  a  single  person  the  important  functions  appertaining  to 
the  Chancellor  or  chief  administrative  officer  of  the  Empire. 
to  the  President  of  the  Bundesrath,  and  lastly  to  the  lea  1- 
ing  representative  of  Prussia,  a  state  to  which  is  allotted 
not  only  nearly  one-third  of  the  votes  in  every  decision  and 
the  determining  voice  in  the  case  of  an  equal  division,  but 
in  several  important  matters  an  absolute  veto.  Whatever 
judgment  we  may  pass  on  this  peculiar  arrangement,  by 
which  the  head  of  the  Executive  Department  is  at  the 
same  time  the  most  important  member  of  the  chief  legisla- 
tive assembly,  it  must  not  be  forgotten  that  we  are  dealing 
with  a  set  of  conditions  and  political  traditions  wholly  dif- 
ferent from  those  of  our  country.  Two  things  should  be 
noted.  First,  the  principle  of  the  division  of  powers  has 
not  the  absolute  validity  which  would  make  its  strict 
application  possible.  Even  in  the  early  Constitution  of 
Massachusetts,  where  this  principle  appears  among  the  ina- 
lienable rights  of  man,  the  executive  was  not  refused  all 
influence  on  the  legislation.  In  the  second  place,  the  posi- 
tion occupied  by  the  minister  of  the  Emperor  is  precisely 
parallel  to  that  occupied  by  the  Emperor  himself.  As 
Prussia  and  the  Empire  are  joined  in  a  personal  union,  so 
the  office  of  Imperial  Chancellor  and  that  of  the  Prussian 
Representative  in  the  councils  of  the  Federation  are  united 
in  the  same  individual. 

The  number  which  shall  constitute  a  quorum  in  the  Bun- 
desrath  is  determined  neither  by  the  Constitution  nor  by 
the  Rules  of  Procedure.  Although  each  member  of  the 
Union  may  send  as  many  representatives  as  it  has  votes,  its 
influence  in  deciding  a  question  is  in  no  way  connected 
with  the  number  of  its  plenipotentiaries  present.     One  is 

at  any  time  be  recalled  by  the  monarch  he  represented  in  the  Bundes- 
rath, and  thus  without  being  dismissed  by  the  Emperor  lose  the  con- 
stitutional qualification  for  the  Chancellorship.  See  Laband,  1.  c,  [., 
351.     There  is  an  interesting  historical  argument  in  Ilaenel,  1.  c,  II. y 

28  f. 
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quite  sufficient  to  cast  the  votes  of  his  state,  which  can  not 
be  cast  otherwise  than  as  a  whole.  It  would  be  out  of  ac- 
cord not  only  with  the  theory  of  the  Constitution,  for  a 
state  or  monarch  cannot  have  two  wills  at  the  same  instant, 
but  with  its.  express  provisions  as  well,*  if  the  votes  were 
disposed  singly. 

According  to  the  reports  of  the  sittings,  the  number  at- 
tending is  very  much  below  the  possible  fifty-eight,  one  or 
two  only  being  present  from  the  larger  states,  while  in  the 
case  of  the  smaller  ones  a  single  representative  (Stell- 
vertreter)  is  chosen  to  act  for  several  conjointly.f 

In  general,  a  simple  majority  is  the  only  condition  for 
the  passage  of  a  measure.  In  case  of  a  tie,  the  decision  is 
in  favor  of  the  side  on  which  Prussia's  votes  have  been  cast. 
The  exceptions  to  this  rule  are  enumerated  below.  It  is 
striking  that  in  those  cases  where  more  than  a  simple  ma- 
jority is  demanded  for  the  passage  of  a  measure,  this  limi- 
tation never  extends  to  the  Reichstag.  Here  a  plurality  of 
the  votes  is  the  only  condition  for  the  passage  of  ewery 
species  of  bill. 

I.  Amendments  to  the  Constitution  are  looked  upon  as 
rejected  if  there  be  fourteen  votes  against  the  change.  The 
history  of  this  apparently  arbitrary  provision  is  as  follows: 
According  to  the  North  German  Constitution,  a  two-thirds 
majority  of  the  Bundesrath  was  necessary  for  the  alteration 
of  the  fundamental  law.     This,  on  the  admission  of  the 

*  Art.  6.     James,  German  Constitution,  p.  21. 

f  Cf.  Laband,  I.,  223.  While  each  little  state  generally  appoints  a 
plenipotentiary  of  its  own,  it  has  at  the  same  time  a  substitute  (Stell- 
vertreter)  in  common  with  one  or  more  other  states.  So  in  1888  the 
Plenipotentiary  of  the  two  Mecklenburgs  was  also  representative  of 
Reuss  a  L.  and  of  Schaumberg-Lippe.  while  the  Vertreter  of  Sachsen- 
Weimar  was  appointed  to  the  same  office  by  Sachsen-Altenburg,  Co- 
burg-Gotha,  Sehwarzburg-S.,  Schwarzbnrg-R.  (no  other  representa- 
tive) and  Reuss  j.  L.  [Handbuch  fur  das  Deutsche  Reich,  1888.] 
Presumably  the  title  ''Plenipotentiary"  is  simply  honorary,  the  Ver- 
treter doing  all  the  work. 
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Southern  States,  had  to  be  altered;  for  otherwise  Prussia, 
whose  seventeen  votes  do  not  constitute  a  third  of  the 
present  number,  would  have  been  deprived  of  its  control, 
and  left  to  the  mercy  of  the  other  states.  The  requirement 
of  three  fourths,  which  was  accepted  in  the  treaty  with 
Baden  and  Hesse,  and  which,  expressed  in  the  present  nega- 
tive fashion,  would  have  rendered  the  modification  of  the 
Constitution  impossible  in  the  face  of  an  opposition  which 
could  muster  fifteen  votes,  gave  way  to  the  existing  provi- 
sion as  a  compromise  with  Bavaria.  Prussia  is  obviously 
the  only  State  which  can,  without  the  co-operation  of  any 
other,  prevent  a  widening  of  the  powers  of  the  central 
government,*  but  there  are  quite  a  variety  of  combinations 
by  which  four  of  the  lesser  states  can  accomplish  the  same 
end.  Even  three  may  do  so,  namely,  Bavaria,  Saxony  and 
Wiirtemberg. 

II.  In  certain  cases  no  alteration  of  the  existing  law  can 
take  place  unless  Prussia's  votes  be  with  the  majority  in 
favor  of  the  change.  This  the  German  jurists  chose  to  re- 
gard not  as  a  veto,  but  as  a  deviation  from  the  rule  which 
prescribes  a  simple  majority.  Comprised  in  the  class  re- 
ferred to  are  changes  in  the  military  or  naval  arrange- 
ments and  in  the  regulations  concerning  the  customs  duties 
and  taxes  on  certain  specified  articles." 

III.  In  regard  to  the  reserved  rights  of  the  Southern 
States  it  is  provided  in  the  Constitution  that  no  modifica- 
tion of  these  may  take  place  without  the  consent  of  the 
State  concerned.!     The  required  consent  is  looked  upon  as 

*  From  the  point  of  view  of  the  sovereignty  of  the  Empire  the  ex- 
ceptional position  of  Prussia  offers  a  strange  anomaly.  "  Man  kaim 
daher  nur  bedingt  von  einer  ideellen  Machtvollkommonheit  des 
Reiches  gegeniiber  den  Einzelstaaten  sprechen,  da  eine  Aenderung  der 
Verfassung  gegen  den  Willen  des  einzigen  Partikularstaates  Preusseu 
vollstandig  ausgeschlossen  erscheint."  Rumelin  :  Zeitsch.  fur  Ges- 
ammt  Staatsicissenschaft.     Bd.  XXXIX.  S.  109. 

*  Cons.,  Art.  35.     James,  German  Cons.,  p.  27. 

f  Cons.,  Art.  78.  There  is  no  corresponding  clause  in  the  Constitu- 
tion of  the  North  German  Federation. 
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given  if  the  vote  of  the  State  in  question  be  cast  in  the 
Bundesrath  in  favor  of  the  alteration.  The  question  what 
the  consent  of  the  privileged  member  involves  or  may  in- 
volve farther  than  the  vote  of  the  plenipotentiary,  has  been 
a  subject  of  discussion  in  Germany.  The  views  of  jurists  are 
divergent,  but  it  is  generally  held  that  even  if  the  acquies- 
cence of  the  Landtag  is  not  required  by  the  imperial  law, 
as  some  claim,*  the  consent  of  the  representatives  of  the 
people  may  be  made  requisite  by  a  law  of  the  state  itself. 
In  spite  of  the  efforts,  however,  to  restrict  in  this  manner 
the  power  of  the  monarch  to  surrender  the  peculiar  advan- 
tages of  the  state,  no  bill  imposing  such  a  limitation  has 
ever  been  passed  even  in  the  Landtag  itself,  not  to  speak  of 
receiving  the  assent  of  the  ruler.f 

IV.  Finally,  a  simple  majority  of  the  Bundesrath  is  not 
sufficient  where  a  dissolution  of  the  Reichstag  is  involved. 
For  this  the  consent  of  the  Emperor  is  necessary,  in  addi- 
tion to  that  of  the  Allied  Cabinets.* 

The  Bundesrath,  like  other  legislative  bodies,  relies  on 
committees  for  assistance  in  the  performance  of  its  func- 
tions. The  organization  of  these  is  not  left,  as  is  usual,  to 
the  discretion  of  the  Plenum  or  assembly  as  a  whole,  but  is 
carefully  denned  by  the  Constitution  (Art.  8).  Seven  per- 
manent committees  are  enumerated,  and  their  composition 
and  appointment  more  or  less  completely  provided  for.  In 
each  of  these,  besides  Prussia,  at  least  four  members  of  the 
Union  are  to  be  represented,  each  state  having  but  one 
vote.  The  Emperor,  as  commander-in-chief  of  the  land 
and  sea  forces,  appoints  the  members  of  the  Committee  on 
the  Army,||  and  that  on  the  Marine,  the  members  of  the 

*  Georg  Meyer  for  instance.     Staatsr.,  481. 

f  Cf.  references  in  Meyer,  481,  note  25,  and  Laband,  1.  c,  115-6,  and 
notes.  For  a  history  of  the  attempts  to  legislate  on  the  subject,  see 
Seydel ;  Commentar,  276  if. 

X  Cons.,  Art.  24.     James,  German  Constitution,  p.  26. 

|  In  the  case  of  the  Army  Committee,  the  Constitution  provides 
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other  five  are  designated  by  the  Bundesrath  itself.*.  On 
these  devolve  respectively  the  consideration  of  matters  per- 
taining to  the  customs  and  federal  taxes,  trade  and  com- 
merce, railroad,  post  and  telegraph,  justice,  and,  lastly,  f 
finance  (Rechnungswesen).  The  duties  of  the  committees 
are  generally  confined  to  the  preparation  of  bills  for  the 
Plenum.  They  may  not  transact  business  themselves  nor 
issue  orders,  but  simply  report  to  the  main  assembly. 

An  eighth  committee  provided  for  by  the  Constitution 
occupies  a  peculiar  position.  It  consists  of  the  plenipoten- 
tiaries of  the  kingdoms  of  Bavaria,  Saxony,  and  Wiirtem- 
berg,  and  two  other  members  of  the  Bundesrath  ap- 
pointed by  that  body.  This  is  the  Committee  on  Foreign 
Affairs.  It  has  in  practice  failed  to  take  the  important 
place  for  which  it  might  seem  destined,  and  is  chiefly 
interesting  as  an  illustration  of  the  underlying  principles  of 
the  German  Constitution.  One  of  the  most  important  ser- 
vices of  the  Bundesrath  is,  as  we  have  seen,  that  it  furnishes 
a  means  of  intercommunication  between  the  individual 
cabinets.  Opinions  are  there  exchanged,  purposes  dis- 
closed, and  misunderstandings  avoided.  The  political  en- 
ergy of  the  different  states  is  in  this  way  correlated  and  a 
general  unity  of  action  insured:  all  of  which  is  much 
more  essential  in  a  federal  system  like  that  of  the  German 
Empire  than  in  one  like  our  own.  In  the  United  States 
the  individual  state  does  not,  as  such,  participate  directly 
in  the  conduct  of  the  affairs  of  the  Federation,  whereas  in 

that  Bavaria  shall  always  be  represented.  The  same  privilege  is  in- 
sured to  Wiirtemberg  and  Saxony  by  Military  Convention. 

*  The  Bundesrath  satisfies  itself  with  indicating  the  states  which 
are  to  be  represented  in  the  committee,  and  does  not  appoint  the 
members  themselves  directly.  This  is  not  in  accord  with  the  Consti- 
tution, Art.  8.     See  Haenel,  II.,  30,  and  Laband,  I.,  264,  and  note  2. 

f  Three  more  permanent  Committees  have  been  established  since 
the  formation  of  the  Constitution,  namely,  that  for  Alsace-Lorraine, 
one  on  the  Constitution,  and  one  on  the  Form  of  Procedure.  See  on 
the  whole  subject  the  excellent  account  iu  Laband,  I.,  261-9. 
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'Oermany  the  weightiest  functions  of  the  federal  govern- 
ment devolve  upon  the  state  governments.  Not  only  do 
they  as  a  whole  form  the  most  important  organ  of  the  cen- 
tral government,  but  to  them  individually  is  intrusted,  as  a 
rule,  the  execution  of  the  federal  laws  in  their  respective 
territories.  The  committee  just  mentioned  is  a  part  of  this 
system  of  correspondence.  It  has  nothing  to  do  with  the 
instruction  of  diplomatic  agents,  or  with  the  conclusion  of 
treaties  and  conventions  with  foreign  nations,  nor  even 
with  the  preparation  of  bills  for  the  Bundesrath.  It  is 
there  solely  for  the  purpose  of  receiving  communications 
regarding  foreign  affairs,  which  are  in  this  manner  brought 
before  the  ministers  of  the  chief  states,  who  consult  on 
the  ends  to  be  pursued  and  the  means  best  adapted  to  reach 
these  ends.  In  this  committee  alone  Prussia  is  not  repre- 
sented, for  the  obvious  reason  that  the  Emperor,  to  whom 
falls  the  direction  of  the  foreign  policy  of  the  country,  is 
necessarily  the  source  of  the  information  of  which  the 
•committee  is  the  recipient.* 

III. 

We  have  thus  far  directed  our  attention  to  the  historical 
development,  the  nature,  composition  and  organization  of 
the  Bundesrath ;  it  remains  to  consider  its  functions  as  an 
organ  of  the  central  government.  So  soon  as  the  plenipo- 
tentiary has  cast  his  vote,  this  loses  its  previous  connection 

*This  committee  was  not  among  those  founded  by  the  Constitution 
of  the  North  German  Federation,  but  was  established  by  the  treaty 
between  this  Union  and  Bavaria  (Nov.  23,  1870),  evidently  as  a  con- 
cession to  the  three  kingdoms  which  were  to  compose  it  for  their 
diminished  international  importance.  Of  the  significance  of  this  com- 
mittee, Delbruck  said  in  the  Reichstag,  1870:  "  Er  wild  seinerseits 
Kenntniss  von  der  Lage  der  Dinge  nehmen  und  wild  in  der  Lage  sein, 
durch  diese  Kenntniss,  dureh  Antrage,  die  er  an  den  Bundesrath 
stellt,  durch  Bemerkungen,  die  er  dem  Presidium  macht,  auf  die  Be- 
handlung  der  Politik  Eiufluss  auszuiibeu."  Quoted  by  Seydel,  Lom- 
mentar.,  p.  110. 
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with,  and  dependence  upon  the  individual  state.  It  passes 
from  the  sphere  of  state  law  to  that  of  federal  law,  and 
becomes  a  factor  in  the  determination  which  the  Bundes- 
rath reaches  as  a  unit.  Hence  the  decisions  of  this  body 
do  not  assume  the  form  of  an  agreement  between  the  indi- 
vidual cabinets  or  a  majority  of  them,  but  are  an  expres- 
sion of  the  will  of  a  simple  organ  of  government.  The 
activity  of  the  Bundesrath  is  confined  to  no  single  one  of 
the  departments  of  government,  for  it  exercises  at  once 
legislative,  administrative  and  judicial  functions.  These 
we  shall  consider  in  the  order  enumerated. 

I.  The  Bundesrath  is  pre-eminently  a  legislative  body. 
Its  other  functions  are,  when  compared  with  its  part  in 
making  the  imperial  laws,  of  subordinate  importance  only. 
The  Constitution  provides  that  the  legislative  power  of  the 
Empire  shall  be  exercised  by  the  Bundesrath  and  the 
Reichstag,  and  that  the  agreement  of  the  majority  of  both 
the  assemblies  shall  be  requisite  and  suflicient  for  the  en- 
actment of  a  law  *  The  legal  equality  of  the  two  assem- 
blies in  respect  to  legislation  would  thus  appear  to  be  es- 
tablished. We  are  indeed  very  apt  to  class  Germany  with 
the  countries  which  have  adopted  the  bicameral  system, 
and  to  see  in  the  Bundesrath  and  Reichstag  the  upper  and 
lower  houses  so  universally  encountered  in  the  existing 
constitutional  organizations  of  Europe  and  America.  This 
is,  however,  a  mistake.  The  Bundesrath  is  not  an  upper 
house  in  the  ordinary  acceptance  of  the  term,  although,  as 
Bismarck  has  said,  it  performs  in  a  degree  the  functions  of 
one.f     We  have  already  dwelt  on  its  peculiar  composition. 


*  "  Die  Reiehsgesetzgebung  wird  ausgeiibt  durch  den  Bundesrath 
und  den  Reichstag.  Die  Uebereinstimmung  der  Mehrheitsbesehluss 
beider  Versammlungen  ist  zu  einem  Reichsgesetze  erforderlich  und 
ausreichend."     Cons.,  Art.  5.     James,  German  Cons.,  p.  21. 

\  During  the  discussiou  of  the  Constitution,  Bismarck  made  the  fol- 
lowing significant  declaration:  "Es  ist  mir  an  und  fiir  sich  nicht 
leicht,  mir  ein  deutsches1  Oberhaus  zu  denken,  das  man  einsehieben 
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We  have  found  it  in  no  sense  a  representation  of  any  class 
of  the  nation,  and  formally,  at  least,  in  no  sense  a  delibera- 
tive assembly.  The  Reichstag  alone  in  the  imperial  con- 
stitution possesses  the  attributes  of  a  representative,  delib- 
erative body.  But  while  foreign  analogies  are  misleading, 
within  the  bounds  of  the  Empire  itself,  we  find  a  highly 
satisfactory  archetype  of,  the  relation  existing  between 
Bundesrath  and  Reichstag,  namely,  that  which  has,  since 
the  introduction  of  constitutional  government,  existed  in 

konnte  zwischen  den  Bundesrath,  der,  ich  wiederhole  es,  vollkom- 
men  unentbehrlich  ist,  als  diejenige  Stelle,  wo  die  Souveiiinetat  der 
Einzelstaaten  fortfahrt  ihreu  Ausdruck  zu  finden— das  man  also 
einschieben  konnte  zwischen  diesem  Bundesrath  und  diesem  Reich- 
stage,  ein  Mitglied,  welches  dera  Reichstage  in  seiner  Bedeutung  auf 
der  socialen  Stulenleiter  einigermassen  uberlegen  ware,  und  dem  Bun- 
desrathe  und  dessen  VoUmachtgebern  hinreichend  nachsiiinde,  urn 
die  Classification  zu  rechtfertigen.  Wir  wurden  in  der  Versammlung 
nicht  souverane  Pairs,  Mitglieder  haben,  die  ihrerseits  geneigt  Bind,  zu 
rivalisiren  mit  den  mindermiichtigen  Souverauen  in  ihrer  socialen 
Stellung.  Der  Bundesrath  repriisentirt  bis  zu  einem  gewissen  Grade 
ein  Oberhaus,  in  welchem  Se.  Majestat  von  Preussen  primus  inter 
pares  ist,  und  in  welchem  dorjenige  Ueberrest  des  hohen  deutschen 
Adels,  der  seine  Landeshoheit  bewahrt  hat,  seinen  Platz  fiodet. 
Dieses  Oberhaus  nun  dadurch  zu  vervollstantligen,  dass  man  ihm 
nicht  souverane  Mitglieder  beifugt  halte  ich  praktisch  fax  zu 
schwierig,  um  die  Ausfuhrung  zu  versuchen.  Dieses  souveiiine 
Oberhaus  aber  in  seinen  Bestaudttheilen  ausserhalb  des  Presidiums  so 
writ  herunterzudrucken,  dass  es  einer  Pairskammer  iihnlich  wiirde, 
die  von  unten  vervollstaudigt  werden  konnte,  halte  ich  fur  unmoglich 
und  ich  wiirde  niemals  wagen,  das  einem  Herrn  gegenuber,  wie  der 
Konig  von  Sachsen  ist,  auch  nur  anzudeuten.  Der  haupttachliche 
Grund  aber.  warum  wir  keineTheilung  des  Reichstags  in  zwei  Hauser 
vorgeschlagen  haben,  liegt  immer  in  der  zu  starken  Compliciiung 
der  Maschine.  Die  Gesetzgebung  des  Bundes  kaun  schon  durch 
einen  anhaltenden  Widerspi  uch  zwischen  dem  Bundesrathe  und  dem 
Reichstage  zum  Stillstaud  gebracht  werden,  wie  das  in  jedem  Zwei- 
kammersystem  der  Fall  ist ;  aber  bei  einer  Dreikammersystem — weun 
ich  einmal  den  Bundesrath  als  Kammer  bezeichnen  darf — wurde  die 
Moglichkeit,  die  Wahrscheinlichkeit  dieses  Stillstandes  noch  vieL 
naher  liegen.  wir  wurden  zu  schwerlallig  werden."  Sten.  Ber.,  S.  430 
Quoted  by  Seydel,  Coram.,  99. 
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the  individual  German  states  between  the  monarch  and  his 
Cabinet  on  the  one  hand  and  the  Parliament  or  Landtag 
on  the  other.* 

In  tracing  the  history  of  a  law  through  its  several  stages, 
the  divergence  of  the  German  system  from  the  prevailing 
type  of  constitutional  government  becomes  even  more  appa- 
.  rent.  We  find  that  the  Bundesrath  and  Reichstag  are  not 
even  legally  on  the  same  footing  in  the  execution  of  their 
common  task  of  legislation,  and  that  in  practice  the  pre- 
eminence of  the  former  body  is  assured,  not  only  by  its  in- 
herent nature,  but  by  deep-rooted  tradition.     First,  as  to 

.the  inception  of  a  bill,  the  Constitution  provides  that  both 
bodies  may  propose  bills,  f  and  thus  places  the  two  on  an 
equality  in  respect  to  the  initiative.  Neither  is  limited 
to  a  simple  veto,  nor  forced  to  accept  or  reject  a  proposed 
law  as  a  whole.  There  is,  in  short,  no  legal  necessity  why 
a  bill  should  originate,  as  it  usually  does,  in  the  Bundes- 
rath. The  Reichstag,  however,  looks  to  the  Bundesrath  to 
take  the  lead  in  proposing  measures,  directing  a  petition  to 
that  body  if  necessary,  respectfully  asking  that  it  formulate 
a  bill  in  accordance  with  its  sentiments  and  submit  it  to 
the   consideration  of  the    representatives   of    the   people. 

\This  is  easily  explained.  The  initiative  in  the  German 
states  was,  until  comparatively  recently,  confined  to  the 
monarch  acting  through  his  cabinet ;  for  the  proposing  of 
laws  on  the  part  of  the  Landtag  was  held  to  be  out  of  har- 
mon}^  with  the  monarchical  principle.:}:  It  was  thus  not 
only  expedient,  but  absolutely  necessary,  if  the  people  de- 
sired any  particular  form  of  legislation,  that  they  petition 
the  monarch  to  lay  a  bill  before  them.     This  tradition  no 

*"Dem  Beichstage  gegenuber  niinmt  der  ^Bundesrath  niclit  die 
Stelle  ernes  zweiten  Factors  der  Representation  (erner  ersten  Karamer 
oder  ernes  Oberhauses),  sondern  diejenige  Stellung  ein,  welche  in 
•constitutionellen  Staaten  die  Begierung  besitzt."     Meyer  1.  c.,  351. 

f  Art.  7  and  23.     Cf.  Laband,  I.,  534. 

X  Meyer,  Staatsrecht.,  463. 
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doubt  lingers  in  the  minds  of  members  of  the  Reichstag,  each 
one  seeing  in  the  Bundesrath  the  person  of  the  monarch  of 
whom  he  is  a  subject,  and  the  wisdom  of  the  leaders  of  his 
own  state  government.  This  is  illustrated  by  the  fact  that 
the  Eeichstag  addresses  the  assembly  associated  with  it  in 
legislation  not  as  the  Bundesrath,  but  as  the  "  Verb'dndete 
Rcgierunyen"  or,  as  we  may  roughly  translate  it,  allied 
cabinets. 

As  one  enters  the  assembly  hall  of  the  Reichstag  at 
Berlin,  he  is  immediately  struck  by  a  double  row  of  ele- 
vated seats,  reaching  across  the  end  of  the  apartment  on 
either  side  of  the  president's  chair.  These  are  the  places 
reserved  for  the  members  of  the  Bundesrath,  who,  the  Con- 
stitution provides,*  may  appear  in  the  Reichstag  to  repre- 
sent the  views  of  their  respective  governments,  and  must 
be  heard  at  any  time  upon  request.  Not  only  do  the 
Hules  of  Procedure  of  the  Reichstag  provide  for  this  emer- 
gency, but  they  go  so  far  as  to  lay  down  the  rule  that,  after 
the  discussion  of  any  point  is  regularly  closed,  it  must  be 
considered  as  reopened  if  a  member  of  the  Bundesrath 
asks  to  speak  upon  the  matter,  f  The  practice  has  not  un- 
naturally grown  up  in  the  Bundesrath  of  informing  the 
Reichstag,  during  the  discussion  of  important  bilk,  of  the 
character  of  the  amendments  which  will  be  acceded  to  by 
the  Bundesrath. £  The  preparation  of  bills,  the  formula- 
tion of  their  contents  and  the  statement  of  motives,  al- 
though not  so  provided  for  by  law,  falls  to  the  Imperial 
Chancellor   and  the   high   government  officials   under  his 

*  Art,  9.  Jedes  Mitglied  des  Bundesrathes  hat  das  Recht,  ira  Reichs- 
tage  zu  erscheinen  und  muss  daselbst  auf  Verlangen  jederzeit  gehort 
werden,  uni  die  Ansichten  seiner  Regieruug  zu  vertreten. 

f  Gescbiiftsordnung,  §  48 .  "  Nimmt  ein  Vertreter  des  Bunderathes 
nach  dem  Schlusse  der  Diskiission  das  Wort,  so  gilt  diese  aufs  ueu  far 
eroffnet." 

\  See  Laband  I.,  537,  note  5. 
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control.**  It  is  thus  apparent  that,  while  the  Reichstag  is 
legally  quite  free  to  exercise  its  power  of  initiative,  the 
preponderance  of  the  Bundesrath  is  not  only  indicated  by 
the  provisions  of  the  Constitution,  but  confirmed  by  prac- 
tice. In  the  final  stage  of  the  law  making,  however,  in  the 
so-called  Sanction,  the  ascendency  of  this  body  appears 
even  more  clearly. 

Every  law,  we  find  on  analysis,  to  consist  of  at  least  two 
easily  distinguishable  elements,  the  rules  or  provisions  of 
which  the  bill  consisted  before  it  became  a  law  ;  secondly, 
the  command  or  order  which  renders  the  observance  of 
these  rules  incumbent  upon  the  citizen.  The  latter  element, 
or  that  which  converts  a  bill  into  a  law,  is  the  Sanction.  It 
is  obvious  that  the  rules,  which  form  the  content  of  a  law, 
may  be  derived  from  many  sources.  They  may  be  suggested 
by  a  minister,  by  a  committee,  or  even  indirectly  by  some- 
one wholly  outside  the  government  organization.  The 
specific  effect  of  the  power  of  the  state  appears,  not  in  the 
formulation  of  the  bill,  but  in  the  sanction  alone,  in  the 
binding  force  which  it  may  bestow  upon  any  rule  of  conduct 
by  which  that  rule  is  made  law.f  In  the  individual  mem- 
bers of  the  Empire  the  monarch  is  invested  with  the 
supreme  power  of  the  state,  and,  although  he  is  not  free  to 
determine  the  character  of  a  law  without  the  cooperation 
of  the  representatives  of  the  people,  he  alone  can  convert 
a  bill  into  a  law.  The  question  presents  itself,  to  which 
of  the  organs  of  the  imperial  government  does  this 
exalted  prerogative  belong  ?  The  answer  would  seem  to 
be  at  hand.  All  the  imperial  laws  begin  with  the 
formula,  aWe  .  .  .by  the  Grace  of  God  German  Emperor, 
King  of  Prussia  &c,  ordain  herewith  the  following."  The 
power  of  sanction  seems  thus  to  be  assumed  by  the  Em- 
peror.    But  this  formula,  taken  as  it  is  from  the  Prussian 


*  Laband,  I,  533. 

\  This  subject  is  treated  with  great  care  in  Laband,  515  ff. 
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constitution,  is  not  applicable  to  the  Empire.  The  authori- 
ties on  the  subject  agree  that  the  supposition  that  the  power 
of  sanction  is  vested  in  the  Emperor  is  neither  in  harmony 
with  the  theory  of  the  Constitution  nor  with  its  specific 
provisions.  For  the  right  to  exercise  this  power  implies 
the  right  to  refuse  to  exercise  it  at  will.  The  obverse  side 
of  the  sanction  is  the  absolute  veto.  As  we  have  seen,  the 
monarchs  of  the  individual  German  states  possess  both  these 
powers;  strictly  speaking  both  aspects  of  the  single  power 
of  sanction  are  apparent  in  their  case.  The  Emperor,  how- 
ever, has  no  veto.  The  Constitution  says  explicitely  that 
the  agreement  of  the  two  assemblies  is  sufficient  for  the 
creation  of  a  law.  The  Emperor  must  publish  all  laws 
constitutionally  passed,  whether  he  be  in  accord  with  their 
provisions  or  no.  The  article  which  gives  him,  as  King  of 
Prussia,  a  veto  in  the  Bundesrath  on  proposed  changes  in 
the  military  arrangements,  would  be  without  significance 
if,  as  Emperor,  he  possessed  this  power  in  all  cases.  It  is 
the  Bundesrath,  not  the  Emperor,  who  sanctions  the  laws.* 
That  this  is  entirely  in  harmony  with  the  principles  on 
which  that  institution  is  based,  as  developed  in  the  preced- 
ing "pages,  is  obvious.f  The  sanction  of  the  Bundesrath 
may  appear  as  a  separate  act  or  in  conjunction  with,  and 
indistinguishable  from,  the  simple  approval  of  the  contents 
of  a  bill.  The  Constitution  makes  it  necessary  that  every 
decision  of  the  Beichstag  shall  be  acted  upon  by  the  Bund- 


*Laband,  542,  aud  note  1  ;  Haenel,  II.,  52;  Meyer,  472;  Schulze, 
II.,  118. 

fSee  Laband,  541  :  "Tiager  der  souveranen  Reichsgewalt  ist  die 
Gesammtheit  der  deutschen  Staaten,  als  ideelle  Einheit  gedacht.  Nur 
von  ihr  kann  daher  der  eigentliche  Gesetzgebungsact,  die  Sanction  der 
Reichsgesetze  ausgehen.  Die  Gesammtheit  der  deutschen  Landesher- 
ren  und  freien  Stadte  ertheilt  den  Entwurfen  zu  Reichsgesetzen  die 
Sanction,  Mrelche  sie  in  Reichsgesetze  umwandelt.  In  alien  Fallen 
aber,  in  denen  die  deutschen  Bundesglieder  ihren  Antheil  an  der 
Reichsgewalt  auszuuben  haben,  ist  der  Bundesrath  das  dafur  verfas- 
sungsmiissig  bestimmte  Organ,  nicht  der  Kaiser." 
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esrath,  even  if  it  be  the  acceptance,  as  a  ivhole  and  unchanged, 
of  a  bill  originating  in  the  Bundesrath  itself*  The  Bundes- 
rath might  legally  refuse  its  assent,  just  as  the  monarchs  of 
the  various  members  of  the  union  may,  even  to  a  bill 
which  it  had  itself  formulated.  In  this  second  acceptance 
of  its  own  approved  measures  we  have  the  sanction  of  the 
Bundesrath  distinctly  separated  from  the  other  aspects  of 
its  legislative  activity.  The  analogy  of  the  position  it  oc- 
cupies to  that  of  the  individual  German  monarchs  is  clear, 
for  the  Bundesrath  has  a  veto  as  well  as  they.  It  is  always 
legally  possible  for  it  to  refuse  its  assent  at  the  last  moment 
to  every  bill.  The  act  of  sanction  is  not,  however,  men- 
tioned explicitly  in  the  Constitution,  and  politically  it  is 
almost  wholly  devoid  of  significance.  It  is,  nevertheless,  of 
no  little  importance  from  a  legal  and  theoretical  stand  point, 
to  determine  who  is  the  real  law-giver  of  the  Empire. 

But  the  legislative  activity  of  the  Bundesrath  is  not  lim- 
ited to  the  laws  passed  in  conjuction  with  the  Eeichstag. 
Very  important  measures  may  take  the  form  of  ordinances, 
issued  by  the  Bundesrath  alone.  The  ordinances  fall  into 
two  distinct  classes,  which  must  be  carefully  distinguished. 
They  may,  on  the  one  hand,  be  simple  administrative, meas- 
ures affecting  the  government  officials  only.  Those  to 
whom  they  are  directed  are  bound  to  obey  them,  not  as 
subjects  of  the  Empire,  but  as  employees  of  the  government. 
These  administrative  ordinances  will  be  again  referred  to  in 
connection  with  the  administrative  functions  of  the  Bundes- 
rath. In  sharp  contrast  to  these,  are  those  which  modify  or 
supplement  the  law  of  the  land,  and  bind  the  subject  as 
such.  These  are  in  their  nature  legislative  enactments,  and 
differ  from  an  ordinary  law  in  their  origin  only.  They 
want  the  usual  qualification  of  a  law,  inasmuch  as  they  are 
created  without  the  concurrence  of  the  representatives  of 
the  people.     This  is  obviously  a  grave  defect,  so  grave  as 

*  Meyer,  472,  and  note  3.     Laband,542. 
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to  make  a  legislative  ordinance  a  complete  anomaly  in  a 
constitutional  system  based  on  the  division  of  powers. 
For,  however  free  the  administration  may  be  to  conduct  its 
own  affairs,  it  must  act  in  a  constitutional  system  within  the 
bounds  of  the  law.  The  laws  must,  however,  according  to 
the  modern  ideas  of  government,  be  made  with  the  concur- 
rence of  the  people,  acting  through  their  representatives — 
this  in  Germany  as  well  as  elsewhere — hence,  any  diver- 
gence from  this  rule  must  have  strong  legal  justification. 
The  German  Imperial  Constitution  grants  no  general  power 
to  any  of  the  organs  of  the  state  to  enact  laws  under  the  form 
of  ordinances,*  but  on  the  contrary  says  explicitly  that  the 

*  Art.  7,  2,  of  the  Constitution  reads,  "Der  Bundesrath  beschliesst 
.  .  .  liber  die  zur  Ausfiihrung  der  Reichsgesetze  erforderlichen  all- 
gemeinen  Verwaltungsvorscbriften  und  Eiuricbtungen,  sofern  nicbt 
(lurch  Reicbsgesetz  etwas  anderesbestimmtist."  This  clause  is  sub- 
ject to  various  constructions.  Does  it  give  the  Bundesrath  any  right 
to  issue  legislative  ordinances  ?  If  so,  to  what  extent  ?  Meyer  claims 
that  tbe  article  does  not  refer  simply  to  administrative  ordinances,  but 
that  tbe  "  Aurf'u hrungsrerordnuncen"  may  be,  although  rarely,  legis- 
lative ordinances  (p.  485,  and  note  12,  also  p.  406,  and  note  8).  Loen- 
iug  (Verwaltungsrecht,  p.  229)  says,  "  Sofern  die  Unterthanenaberdie 
Gesetze  auszufuhren  haben,  kounen  durch  Verordnung  auch  Vorschrif- 
ten  iiber  die  Art  und  Weise  der  Ausfulnung  an  sie  gerichtet  werden.'r 
This  species  of  ordinance  would  be  a  laic  according  to  Laband,  and 
could  not  legally  be  issued  under  Art.  7,  2.  Laband's  narrower 
construction  of  the  clause  in  question  is  very  fully  and  ably  supported 
in  his  great  work,  I.,  595,  ff.  In  controverting  Arndt  (  Verordnungs- 
recht  des  deutschen  Retches.  Berlin  and  Leipzig,  1884)  he  sums  up  their 
points  of  difference  as  follows:  "Arndt  erkeunt  aber  .  .  .  dass  die 
Verordnungen  des  Bundesrathes  sich  intra  legem  halten  miissen,  d.  h. 
nur  zur  Ausfiilirung  tines  Reichsgesetzes  dieneu  durfen,  und  dass  die 
Befugniss  des  Bundesrathes  stets  auf  eine  Delegation  zuruckzufuhren 
sei.  Nur  halt  er  nicht  eine  specielle  Delegation  in  dem  einzdnen  Gesetze 
ffir  erforderlich  sondern  er  erblickt  in  dem  Art.  7,  Abs.  2  der  Reichs- 
verfassung  eine  generelle  Ermachtigung  auch  zum  Erlass  von  Rechts- 
vorschriften.  Da  es  nun  iiblich  geworden  ist,  in  alien  Reichsgesetzen 
die  dazu  irgend  Yeranlassung  geben,  specielle  Ermachtiguugen  zum 
Erlass  von  Ausfuhrungsvorschriften  zu  ertheilen,  so  ist  die  praktische 
Differenz  zwischen  der  von  Arndt  verfochtenen  Lehre  und  der  hicr 
vertheidigten,  nicht  so  bedeutend,  als  es  vielleicht  den  Anschein  hat  '* 


52  The   German  Bundesrath. 

legislative  functions  shall  be  exercised  by  the  Bundesrath 
mid  Keichstag,  and  that  the  assent  of  both  bodies  shall  be 
requisite  to  the  passage  of  a  law.  Even  the  power  of  enact- 
ing temporary  laws  in  special  emergencies,  when  the  ordi- 
nary legislative  bodies  are  not  in  session,  a  power  commonly 
exercised  by  the  monarch  of  the  individual  German  state, 
is  unknown  to  the  Empire.*  These  general  provisions  do 
not,  however,  prevent  a  delegation  on  the  part  of  the  usual 
factors  of  legislation  of  a  specified  portion  of  their  power  to 
other  organs  of  the  Government — to  the  Bundesrath,  the 
Emperor,  the  Imperial  Chancellor,  or  even  to  the  individ- 
ual state  administration.  Such  a  delegation,  although 
quite  foreign  to  our  conceptions  of  the  nature  of  constitu- 
tional restrictions,  is  not  only  recognized  by  the  eminent 
authorities  of  Germany,  but  is,  as  we  shall  see,  sanctioned 
by  a  long  series  of  precedents  of  unquestionable  legal 
validity. f  The  laws  which  contain  delegations  of  this  char- 
acter usually  designate  the  organ  which  shall  exercise  the 
power;  if  not,  the  duty  devolves  upon  the  Bundesrath.^: 
The  law-making,  which   takes  the  form  of  ordinances,  is 


(p.  596,  note  4).  The  Bundesrath  has,  however,  exercised  its  power 
of  issuing  ordinances  with  a  freedom  which  does  not  appear  to  be  jus- 
tified by  the  Constitution.  Both  Arndt  and  Ilaenel  (II.,  80-81)  have 
brought  together  a  number  of  instances  of  this  character.  Laband, 
while  rejecting  many  of  the  cases  as  beside  the  point,  admits  that  the 
remainder  prove,  "dass  die  Praxis  eine  schwankende  und  der  Bundes- 
rath nicht  in  alien  Fallen  der  ihm  durch  die  Verfassung  gezogenen 
Schranken  sich  klar  bewusst  gewesen  ist"  (p.  599). 

*  Meyer,  pp.  4G9  and  486,  and  Schulze,  §§188  and  288.  "  Nach 
Reichsstaatsrecht  mussen,  wie  Laband  sagt,  alle  Gesetze  im  materiel- 
len  Sinne  aucli  Gesetze  im  formellen  Sinne  sein."    Schulze,  II.,  p.  123. 

f  "  Ein  Gesetz  kann  demnach  anstatt  unmittelbar  Rechtsregeln  auf- 
zustellen,  Anordnungen  daruber  enthalten  wie  gewisse  Rechtsregeln 
erlassen  werden  sollen.  .  .  .  Eine  vielfach  bethatigte  Praxis  deren 
Rechtsmassigkeit  niemals  weder  vora  Reichstage  noch  vom  Buudes- 
rathe  oder  der  Reichsregierung  angezweifelt  worden  ist,  hat  dieser 
Auffassung  angeschlossen."     Laband,  p.  600, 

\  Meyer,  p.  485.     Laband,  p.  600,  note  4. 
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generally,  if  not  always,  a  sort  of  secondary  legislation  that 
fills  in  the  details  of  laws  of  which  the  general  character 
has  been  already  determined  by  the  joint  action  of  the  two 
assemblies*  Within  the  limits  already  outlined,  the 
Bundesrath,  or  other  organ  of  state  to  which  the  power  is 
specifically  delegated,  proceeds  to  amplify  the  general  pro- 
visions by  a  process  which  Laband  compares  to  the  develop- 
ment of  a  sketch  into  a  painting.  Obviously  there  is 
scarcely  any  limit  to  the  extension  of  this  delegated  power, 
nor  to  the  importance  of  the  secondary  legislation  in  mod- 
ifying the  law  as  it  comes  from  the  representatives  of  the 
people;  in  other  words,  the  sketch  leaves  a  considerable  lat- 
itude for  the  coloring  and  chiaroscuro.  The  number  of 
laws  which  grant  the  power  of  secondary  legislation  to  the 
Bundesrath  is  considerable.  Ilaenel  mentions  thirty-five  in 
eleven  years.f  All  laws  relating  to  the  customs  and  taxes, 
and  most  of  those  affecting  the  financial  and  industrial  in- 
terests of  the  Empire,  are  of  this  class.:}: 

Properly  to  judge  this  system,  so  far  as  the  Bundesrath  is 
concerned,  two  things  must  be  kept  in  mind ;  first,  the 
variety  of  functions  assumed  by  the  German  state,  and,  sec- 

*  For  example,  the  so-called  Dynamite  Law  of  1884  is  to  be  inappli- 
cable to  explosives  generally  used  for  ammunition.  The  law  does  not 
specify  what  shall  be  included  in  the  category  mentioned,  but  dele- 
gates the  determination  of  this  to  the  Bundesrath. 

f  Studien,  II.,  p.  85. 

X  Laband,  p.  601,  note  1.  The  delegated  power  of  issuing  ordinances 
may  be  more  or  less  limited.  Sometimes  a  law  provides  that  the  ordi- 
nances issued  in  accordance  with  its  provisions  must  receive  the  assent 
of  the  Reichstag.  In  other  cases,  they  must  be  submitted  to  the  Reichs- 
tag, which  is  at  liberty  to  demand  their  repeal.  Ordinances  of  the 
former  class  can  be  repealed  only  with  the  forms  of  law,  while  those  of 
the  second  category  may  be  revoked  by  the  power  issuing  them,  inde- 
pendently of  the  Reichstag.  (See  Meyer,  p.  486.)  The  right  to  issue 
ordinances  is  very  frequently  delegated  to  the  Emperor,  acting  either 
independently  or  with  the  knowledge  and  consent  of  the  Bundesrath. 
For  a  list  of  the  laws  containing  delegations  of  this  character  see 
Haenel,  II..  70-77. 
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ondly,  the  peculiar  character  of  the  Bundesrath  as  already 
described.  The  German  Constitution,  like  our  own,  has  a 
"  general  welfare  "  clause.  Everything,  however,  depends 
on  the  construction  put  upon  a  somewhat  vague  formula. 
It  is  unnecessary  to  say  that  views  prevail  in  the  Empire 
widely  divergent  from  those  traditional  in  the  United 
States.  "  The  whole  activity  of  the  state,"  writes  an  emi- 
nent authority  on  German  administrative  law,  "  has  for  its 
end  and  aim  the  promotion  and  development  of  the  na- 
tional civilization  and  culture."  *  This  is  not  too  broad  a 
statement  of  what  would  be  known  in  our  country  by  the 
question-begging  epithet,  "government  interference."  The 
administration  in  Germany  has  assumed  such  proportions 
as  to  give  rise  to  a  new  and  important  branch  of  public 
law.  The  field  is  thus  altogether  too  considerable  for  a 
popular  assembly,  consisting  even  of  the  best  qualified 
members,  to  be  able  in  every  case  to  formulate  a  law,  com- 
plete in  its  details  and  yet  adapted  to  the  exigencies  of  the 
occasion.  Obviously  those  called  upon  to  conduct  the  ad- 
ministration learn  better  than  any  one  else  the  rules  accord- 
ing to  which  it  is  most  expedient  to  act.  The  laws  which 
determine  the  limits  of  their  activity  must,  while  insuring 
the  rights  and  liberties  of  the  subject,  hamper  as  little  as  may 
be  the  administration  in  the  accomplishment  of  its  very 
comprehensive  ends.  The  representatives  of  the  people 
may  content  themselves  with  a  general  determination  of  the 
limits  of  a  series  of  legislative  measures,  leaving  the  details 
to  more  competent  hands,  the  Bundesrath  or  the  Emperor ; 
in  other  words  to  those  organs  of  state  which  conduct  the 
administration.  The  Bundesrath,  although  in  the  main  a 
legislative  body,  has,  as  we  shall  see,  important  administra- 
tive functions  as  well.  Not  only  this,  but  its  members  are 
as  we  have  noted,  the  heads  of  the  administration  in  the  in- 


.*  "'Die  gesammte  Thatigkeit  des  Staates  hat  die  Forderung  der 
Kultuientwicklung  des  Volkes  zum  Zweck."  Loening,  Verwaltungs- 
recht,  p.  3. 
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dividual  states,  men  versed  in  affairs,  specialists  qualified, 
if  any  one,  to  judge  of  the  form  a  law  may  best  take  in  or- 
der to  realize  its  ends.  Thus  a  power  which,  if  delegated 
by  our  Eepresentatives  to  the  Senate,  would  be  at  once  un- 
constitutional and  inexpedient,  is  in  Germany,  owing  to  the 
complexity  of  the  functions  of  state  and  the  peculiarity  of 
the  chief  legislative  body,  both  in  accord  with  the  system 
and  necessary  to  its  success. 

The  Bundesrath  is  an  organ  of  the  administration,  but  ' 
not  in  the  sense  that  it  may  interfere  directly,  through  spe- 
cific orders  addressed  to  the  government  officials.  On  the 
contrary,  the  actual  carrying  out  of  administrative  meas- ' 
ures  devolves  either  upon  the  Emperor  or  his  representa- 
tives, or  falls  within  the  scope  of  the  self-administration  of 
the  individual  state  governments.*  The  term  administra- 
tion, is  not,  as  has  already  been  implied,  applicable  solely,  or 
even  chiefly,  to  the  simple  execution  of  the  laws.  It  is  a 
much  broader  word,  including  everything  which  remains/ 
after  setting  aside  the  legislative  and  judicial  functions  of 
government.t  It  is  the  conduct  of  the  government  business 
in  a  country  where  nothing  is  foreign  to  the  sphere  of  gov- 
ernment regulation.  The  administration  may  not  only  do 
what  it  i6  explicitly  empowered  to  do  by  law,  but  every- 
thing which  is  not  forbidden  by  law.:);  It  is  the  free  ac- 
tivity of  the  government  within  thebounds  of  law.]  The 
cases  in  which  the  Bundesrath  may  exercise  administrative 

*  Laband,  I.,  p.  236.     Schulze  Beutsches  Staalsrecht,  II.,  p.  56. 

f  This  negative  definition  is  adopted  by  Meyer :  "  Unter  derBezeich- 
nung  Verwaltung  fasst  man  die  gesammte  Tbatigkeit  der  staatlicben 
Oigane  welclie  nicbt  Gesetzgebnng  und  niebt  Justiz  ist  zusammen," 
p.  515. 

X  "  Die  Verwaltung  ist  keine  blosse  Awf'iihrung  der  Gesetze  sonderu 
ein  Eandeln  innerhalb   der  gesetzlichen   Schranken.     Die  Verwaltung 
darf  nicht  bloss  dasjenige  than,  wozu  sie  durcb  Gesetz  ausdriicklicb 
ermachtigt,  sonderu  alles  was  ibr  nicbt  durch  Gesetz  untersagt  ist, 
Meyer,  p.  521. 

|  The  precise  nature  of  the  administration  from  a  legal  and  phl'.o- 
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functions  may  be  altered  by  new  laws  from  year  to  year. 
There  are  thus  no  absolutely  determined  limits  to  its 
sphere  of  action,  deducible  from  the  condition  or  the  na- 
ture of  the  assembly  itself.  The  following  classification 
gives,  however,  a  very  just  view  of  the  range  of  its  ac- 
tivity.* 

According  to  the  express  provision  of  tbe  Constitution, f 
the  Bundesrath  decides  upon  the  general  administrative 
measures  and  arrangements  necessary  for  the  execution  of 
the  imperial  laws,  unless  that  function  be  delegated  by  law 
to  some  other  organ.  The  individual  laws  generally  pro- 
vide specifically  for  the  exercise  of  this  power,  and,  although 
often  delegating  it  to  the  Emperor,  his  minister,  or  the  state 
governments,  the  practice  has  been  to  leave  the  determina- 
tion of  the  general  rules  for  the  administration  to  the  Bun- 
desrath.^: This  class  of  ordinances  must,  of  course  be  distin- 
guished from  those  already  described,  which  are  really  laws 
in  the  form  of  ordinances. 

1  Farther,  the  Bundesrath  "  decides  upon  defects"  which 
may  appear  in  the  execution  of  the  imperial  laws  or  the  ad- 
ministrative measures  and  arrangements  mentioned  above. || 
This  clause  is  very  awkwardly  expressed,  and  hence  diffi- 
cult to  construe,  but  it  is  at  least  obvious  that  the  Bundes- 


sophic  standpoint  is  the  subject  of  much  discussion  in  Germany. 
Laband's  plausible  theory  (Staatsrecht,  I.  pp.  671,  if)  is  criticised  by 
Haenel  in  his  most  recent  ess-ay  Das  Gesetz  im  formellen  and  materiel- 
len  Sinne,  (p.  81,  ff.)  The  btst  known  general  treatments  of  the 
administrative  law  are  those  of  Prof.  Loening  of  Halle  (Deutsche* 
VerwaltungsrecJit,  1  vol.),  and  of  Prof.  G.  Meyer  of  Heidelberg-  (Deut. 
Verwaltungsrecht,  2  vols). 

*  For  this  classification  see  Laband  I.,  p.  230,  and  Schulze,  Dent. 
■Staatsr.y  II.,  p.  56. 

\  Art.  7,  2.  Der  Bundesrath  beschliesst  .  .  .  iiber  die  zur  Ausfuh- 
rung  der  Reich^gesetze  erforderlichen  allgemeiuen  Verwaitungsvor- 
schriften  und  Einrichtungen." 

%  Laband,  I.,  p.  237. 

|  Cons.,  Art.  7,  3.     James,  German  Cons.,  p.  22. 
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rath  is  not  to  "  decide  upon  the  defects,"  as  the  Constitution 
reads,  but  to  provide  for  their  remedy.  The  remedy  in 
case  of  a  law  which  proves  inapplicable  to  the  existing  con- 
ditions, would,  of  course,  take  the  form  of  a  bill  to  be  laid 
before  the  Eeichstag  for  the  alteration  or  repeal  of  the 
undesirable  measure.  If  the  defect  were  confined  to  the 
administrative  ordinances  issued  by  the  Bundesrath  alone, 
it  could  alter  them  as  it  saw  fit.  There  is,  however,  a  far- 
ther signficance  in  the  clause,  which  may  be  inferred  from 
its  history.*  From  its  origin  it  is  clear  that  it  forms  the 
correlative  of  the  articlef  which  vests  in  the  Emperor  the 
duty  of  overseeing  the  execution  of  the  imperial  laws.  The 
Constitution,  in  defining  the  competence  of  the  Empire, 
(Art.  4),:J:  does  not,  as  might  be  expected,  designate  a  cer- 
tain number  of  departments  which  shall  fall  to  the  federal, 
as  distinguished  from  the  state  governments,  but  limits  the 
competence  of  the  federation,  in  the  first  instance  at  least,  to 
the  "oversight  and  legislation''''  in  the  matters  enumerated  in 
the  article.  This  is  very  striking.  Oversight  takes  prece- 
dence of  legislation.  Of  the  execution  of  the  laws  when 
made,  nothing  is  said.  The  execution  of  the  laws  made  by 
the  federal  government  is  left  to  the  states.  The  funda- 
mental difference  which  here  presents  itself  between  our 
system  and  the  German,  is  pertinently  expressed  in  the  defi- 
nition of  a  federative  government  which  a  recent  German 
writer  has  put  forth  :  "  If"  he  says,  "  we  wish  to  gain  an 
accurate  conception  of  a  Federation  (Bundesstaat),  as  dis- 
tinguished, on  the  one  hand  from  a  loose  Confederation  (Staat- 
enbund),  on  the  other  from  a  unitary  government,  we  must 
vest  in  the  unity  of  the  federated  states,  the  sovereignty,  and 
the  regulation  of  the  laiv.     The  final  exercise  of  the  sovereign 

*  Laband,  I.,  p.  138. 

f  Art.  17.     James,  German  Cons.,  p.  25. 

\  "  Der  Beaufsichtigung  seitens  ties  Reiches  und  der  Gesetzgebung 
dcsselben  unterliegen  die  uaehstehenden  Angelegenheiten." 
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pou-er,  that  is,  the  immediate  execution. of  the  functions  of  the 
state,  must,  however,  in  order  to  maintain  the  existence  of  the 
individual  states,  he  vested  in  the  said  states,  under  the  over- 
sight of  the  Union.*  This  definition,  while  adapting  itself 
to  the  German  Empire,  obviously  excludes  our  own  Union 
altogether.  Its  significance  lies,  however,  not  in  its  general 
applicability,  but  in  its  reflection  of  the  underlying  charac- 
teristics of  the  government  we  are  considering.  The  Em- 
pire is  sovereign.  Many  functions  of  the  state  are  specifi- 
cally subject  to  its  legislation,  and  it  may  increase  the  field 
of  its  legislative  activity,  virtually  almost  at-will.  On  the 
other  hand,  the  individual  state,  within  the  bounds  described 
by  the  Empire,  may  carry  out  the  laws  in  accordance  with 
its  traditions,  adapting  the  mode  of  execution  to  the  local 
peculiarities  of  its  situation.f  It  is  the  right  and  the  duty 
of  the  federal  government  always  to  have  a  thorough 
knowledge  of  the  manner  in  which  its  administrative  bodies 
conduct  their  business." j:  To  the  end  that  it  may  satisfy 
itself  that  the  state  governments  are  fulfilling  their  consti- 
utional  duties,  the  right  of  oversight  is  given  it.  It  is  the 
Emperor's  duty  to  appoint  such  officials  as  are  requisite 
for  collecting  the  necessary  information.]  Any  reported 
cases  of  imperfect  execution  of  the  federal  laws  are  laid 
before  the  Bundesrath  for  consideration.  The  Bundesrath, 
therefore,  decides  upon  the  proper  interpretation  and  appli- 
cation of  the  laws,  so  far  as  it  is  necessary,  in  order  to  obvi- 

*  Rumelin:  "  Das  Beaufsicktigungsrecht  des  deutschen  lleichs." 
Zeitsekrift  fur  die  gesammte  Staatswissensckaft.  (1880.)  Vol  39, 
p.  202. 

f  Rumelin,  L  c,  p.  211. 

.  %  Das  Reich  hat  vor  allem  das  RecM  und  die  Pflicht  von  der  Ge- 
sckaftsfiikrung  seiner  Verwaltungs-Korper  eine  eingehende  und  voll- 
kommene  Kenntniss  zu  nekmen.  Rumelin,  1.  e.,  p.  213.  See  also 
Laband,  I.,  p.  705. 

I  The  Emperor  may  demand  reports  from  tke  state  governments  on 
their  metkod  of  conducting  'the  administration  of  federal  laws.  La- 
band,  I.,  p.  707. 
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ate  the  concrete  difficulty  which  has  made  itself  apparent. 
The  issue  of  orders  through  which  the  decision  of  the  Bun- 
desrath is  executed  belongs,  however,  to  the  Emperor  * 
The  u  defects"  under  consideration  may  consist  in  an  erro- 
neous interpretation  of  the  Constitution,  the  laws,  or  the 
administrative  ordinances  of  the  Empire,  from  which  results 
a  wrong  application  of  their  provisions,  or  in  a  tardy  exe- 
cution, or  even  in  a  refusal  to  carry  out  the  laws  on  the  plea 
that  they  are  unconstitutional. f  This  important  function 
of  the  Bundesrath  is  exercised,  it  must  be  remembered,  by 
the  leading  statesmen  of  the  individual  states,  who  conduct 
the  administration  at  home.  The  Bundesrath  canoot,  how- 
ever, annul  a  decision  of  the  state  officials,  nor  issue  any 
orders  to  the  said  officials.;};  Its  power  extends  no  farther 
than  determining  the  general  duty  of  all  the  states,  as  exem- 
plified by  the  decision  of  the  case  in  hand. 

The  farther  powers  of  the  Bundesrath  which  relate  to 
the  administration,  (such  as  the  influence  it  exercises  on  the 
nomination  of  certain  officials,!  as  well  as  the  part  it  plays 
in  the  determination  of  certain  peculiarly  important  mat- 
ters, such  as  the  declaration  of  war,§  the  conclusion  of 
treaties,*"  the  dissolution  of  the  Reichstag,**  (where  the 
Emperor  may  act  only  with  its  consent,)  inasmuch  as  they 
are  easily  assimilated  to  the  arrangements  existing  in  most 
constitutional  governments,  need  not  be  considered  here. 

The   so-called    "  Execution"   (Bundesexekiition)    merits, 

*  See  Schulze,  II.,  pp.  50  and  57.     Laband,  I.,  p.  241. 

f  Thudichum.     HoltzendoriFs  Jahrbuch,  vol.  I.,  22,  note  2. 

%  "Der  Bundesrath  bildet  keine  Instanz  uber  den  Centralbehorden 
der  Einzelstaaten  so  dass  an  ihn  im  Wege  der  Beschwerde  oder  des 
Recurses  der  einzelne  Fall  zur  definitiven  Entscheidung  gezogen  wer- 
den  konnte."     Laband,  I.,  242. 

||  For  the  list  see  Laband,  I.,  p.  243. 

§Cons.,  Art.  11,  1.     James,  German  Cous.,  p.  24. 

1  Cons.,  Art.  11,  2.    James,  German  ConsM  p.  24. 

**  Cons.,  Art.  24.     James.  German  Cons.,  p.  26. 
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however,  a  few  words,  as  it  is  wholly  foreign  to  our  institu- 
tions. The  German  Constitution  provides  that  in  case  the 
members  of  the  union  do  not  fulfil  their  constitutional 
duties  toward  the  federation,  they  may  be  forced  to  per- 
form them  by  means  of  the  "execution,"  The  Bundesrath 
determines  upon  the  "execution,"  which  is  carried  out  by 
the  Emperor.  This  is  all  that  is  said  on  the  subject,  and  it 
seems  at  first  sight  a  very  insufficient  treatment  of  so  im- 
portant a  matter  as  the  coercion  of  the  states,  the  pis-aller 
in  a  federal  system.  This  simple  statement  takes  the  place 
of  a  more  extended  one  in  the  constitution  of  the  North 
German  Federation  of  1866,  which  in  its  turn  suggests  the 
elaborate  provisions  in  relation  to  the  "execution "contained 
in  the  fundamental  law  of  the  preceding  German  union* 
The  diminished  clause  of  the  present  constitution  reflects, 
to  some  degree  at  least,  the  changed  relations  of  the  federal, 
members.  There  is,  perhaps,  an  unconscious  admission 
that  the  existing  distribution  of  power  is  more  potent  than 
legal  formulas,  f  Naturally  an  execution  directed  against 
Prussia  is  out  of  the  question.  On  the  other  hand,  the  Em- 
peror, to  whom  two  million  soldiers  are  bound  by  oath  to 
execute  unconditionally  his  commands,  will  scarcely  find 
himself  obliged  to  mobilize  a  single  regiment  to  carry  out 
the  decrees  of  the  Bundesrath 4 

"  Ce  qxCun  Stranger  comprend  avec  le  plus  de  peine 
aux  Etats-Unis  c'est  V organization  judiciaire"  \  writes  De 
Tocqueville.  Similarly,  one  of  the  most  puzzling  depart- 
ments of  German  constitutional  law  for  us  is  that  which 
relates  to  the  Judiciary.  Our  supreme  and  inferior  courts 
play  such  an  important  constitutional  role  in  our  federal 


*  Wiener  Schlussakte  von  1820,  Arts.  31  and  34,    and  the  Exeku- 
tiomordnung,  1820. 
f  Seydel,  Comm.,  p.  138. 

|  Thndichum.     Holtzendorff's  Jahrbuch.     Vol.  I.,  p.  28,  note  1. 
I  Democratic  en  Amerique,  I.,  163. 
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system  that  we  are  apt  to  infer  that  a  judicial  organization, 
at  least  analogous  to  our  own,  is  a  necessity  of  every  federal 
government.  The  Imperial  Court  at  Leipzig,  however,  al- 
though a  court  of  last  resort,  exercises  no  influence  com- 
parable to  that  which  the  highest  tribunal  of  the  United 
States  exercises  on  the  development  of  the  constitutional 
law  of  the  union.*  The  attempts  which  have  not  been 
wanting  to  introduce  a  system  in  some  degree  resembling 
our  own,  have  failed.f  The  Reichsobergericht  is  not,  like 
the  Supreme  Court  at  Washington,  one  of  the  great  organs 
of  the  central  government,  included  in  and  forming  a  vital 
part  of  the  original  plan,  but  first  came  into  being  some 
years  after  the  formation  of  the  union.  \  But  who,  then, 
interprets  the  Constitution?  How  is  the  boundary  line 
separating  the  province  of  the  federation  from  that  of  its 
members,  defined  and  maintained  ?  To  answer  these  ques- 
tions a  long  excursus  would  be  necessary,  for  the  most  fun- 
damental differences  between  our  legal  traditions  and  those 
of  Germany  are  here  involved.  Suffice  it  to  say  that  the 
insignificant  role  played  by  the  Imperial  Court  in  the  form- 
ation of  the  constitutional  law  of  the  federation  is  attribu- 
table, mainly,  to  four  peculiarities  which  distinguish  the 
German  Union  from  our  own,  viz.,  the  long  established 
monarchical  institutions,  the  peculiar  composition  of  the 
Bundesrath,  the  facility  with  which  the  competence  of  the 
Empire  may  be  enlarged,  and,  lastly,  a  much  lower  estima- 
tion of  the  significance  of  judicial  decisions  in  comparison 

*Schulze  observes  (Deut.  Staatsr.,  II.,  59)  that  the  Courts  may 
decide  constitutional  points  incidentally.  The  insignificance  of  their 
decisions  in  this  re  pect  may  be  judged  by  the  fact  that  but  two  or 
three  cases  are,  so  far  as  my  knowledge  extends,  ever  cited  as  shed- 
ding any  light  on  the  constitutional  law. 

fThe  constitutions  proposed  in  1848-9  contain  elaborate  provisions 
for  a  Supreme  Court,  although  differing  essentially  from  our  own. 
The  federal  jurisdiction  is,  for  example,  exteuded  to  constitutional 
difficulties  arising  in,  and  confined  to,  the  individual  states. 

%  1879. 
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with  free  philosophical  reasoning  which  prevails  in 
•Germany.* 

v  The  jurisdiction  in  constitutional  questions  is  not  dele- 
gated to  the  courts,  but,  so  far  as  it  is  provided  for  at  all,  it 
is  exercised  by  the  Bundesrath.  That  this  body,  whose 
members  vote  according  to  instructions,  is  as  ill  adapted  to 
perform  judicial  functions  as  one  can  well  imagine,  is  clear. f 
Nevertheless,  by  general  consent,  the  Bundesrath  is  pitched 
upon  as  the  proper  organ  to  exercise  any  important 
function  which  seems  to  lie  outside  the  sphere  of  the 
other  consiituted  powers.  Hence  it  acts  as  judge  when  no 
other  judge  is  forthcoming.  Something  has  been  said  al- 
ready of  the  judicial  activity  of  the  Bundesrath  in  its  decis- 
ions concerning  defects  in  the  laws  or  their  administration. 
This  often  involves  an  interpretation  of  the  laws,  but 
rarely  does  their  determination  take  the  form  of  an  actual 

*The  following  quotations  show  the  strong  repugnance  which  is 
entertained  by  some  of  the  ablest  thinkers  in  Germany  towards  any 
interference  of  the  courts  in  cases  of  alleged  unconstitutional  action 
on  the  part  of  the  federation.  ..."  Es  musste  als  ein  gerade  zu  an- 
trtiaglicher  Zustand  angesehen  werden.  wenn  Gerichte  ein  ordnungs- 
nuissig  verkiindetes  Gesetz  bei  der  Entschcidung  concrete!  Rechtsfalle 
fur  nichtig  erachten,  wahrend  Kaiser,  Bundesrath  und  Reichstag  es 
als  verfassungsmassig  zu  Stande  gekommen  aufrecht  erhalten " 
(Laband,  I.,  556,  note  1).  Haenel,  Laband  observes  farther  on,  "  er- 
blickt  gerade  in  dem  richterlichen  Prufungsrecht  der  Verfassungsmas- 
sigkeit  der  Reichsgesetze  eineu  indirecten  Rechtmchutz  des  Einzelstaates 
gegen  rechtswidrige  Eingriffe  des  Reiches  in  seine  Rechtsordnung. 
Die  Einzelstaaten  warden  urn  denselben  nicht  zu  beneiden  sein  ;  denri 
sie  korinten  in  die  eigenthiimliche  Lage  kommen,  dass  der  Bundesrath 
von  ihnen  die  Durchfuhrung  eines  Reichesgetezes  veiiangtund  sie  mit 
Bundesexecution  bedroht,  wahrend  die  Gerichtshofe  dasselbe  Reichs- 
gesetz  fur  nicht  nach  Massgabe  der  Reichsvcrfassung  erlassen  und 
deshalb  fur  unanwendbar  und  nichtig  erklaren  (558,  note  3).  Far- 
ther, see  Bismarck  on  the  interpretation  of  the  constitution  by  the 
courts,  quoted  in  Busch,  Unser  Reicliskanzler  I.,  32.  Radically  differ- 
ent views  are  met  in  Haenel,  Studien,  I.,  Chap.  V.,  particularly  p. 
368;  also  Westerkamp,  Ueber  die  Reichsverfassung,  184,  ff.  Both  the 
latter  are  familiar  with  our,  institutions. 

\  Martitz,  1.  c,  37. 
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decision  of  the  specific  case  which  gave  rise  to  the  discussion, 
as  that  may  have  been  determined  long  before.  The  deci-  ' 
sion  of  the  Bundesrath  serves  simply  as  a  guide  to  those  to 
whom  the  decision  of  the  case  in  question,  or  similar  cases, 
is  intrusted.*  In  a  few  instances,  however,  determined  by 
special  laws,  decisions  of  the  Bundesrath,  or  its  commit- 
miltees.  are  in  nature  precisely  those  of  an  administrative 
court ;  for  example,  deciding  whether,  and  to  what  extent, 
the  gates  of  a  fortress  may  be  widened  in  the  interest  of 
traffic.')'  The  three  cases  particularly  enumerated  in  the 
•Constitution,  in  which  the  Bundesrath  is  called  upon  toper- 
form  judicial  functions,  are  as  follows : 

I.  It  may  receive  complaints  of  a  refusal  of  justice  on  the 
part  of  the  state  courts.  The  decision  must  be  based  upon, 
and  be  in  accordance  with,  the  constitution  and  laws  of  the 
state  in  which  the  case  arises.  If  it  be  found  that  justice 
has  been  refused  or  retarded,  the  Bundesrath  has  the  power, 
by  appropriate  measures,  to  force  the  state  to  remedy  the 
wrong.:}:  If  the  state  courts  are,  however,  by  state  law  in- 
competent to  decide  the  case  on  which  the  claim  is  based, 
the  claim  is  invalid,  as  there  is  obviously,  under  the  cir- 
cumstances, no  refusal  of  justice. 

*Laband,  I.,  246.  An  example  summarized  by  Laband  (I.,  246, 
note  I)  will  serve  as  an  illustration  of  this  side  of  the  Bundesrath's 
activity.  During  the  session  of  Februry  27th,  1871,  the  President  of 
the  Bundesrath  announced  that  a  difference  of  opinion  had  become 
apparent  between  the  Federal  Chancellors  Office  (Bnndeskanzleramt) 
and  the  Senate  of  Bremen,  as  to  whether  an  order  issued  in  Bremen, 
forbidding  paddling,  was  or  was  not  in  harmony  with  the  imperial 
law  relating  to  industries.  The  matter  was,  at  the  suggestion  of  the 
President,  referred  to  the  IV.  Committee  to  be  reported  upon.  The 
committee  decided  that  the  order  was  in  opposition  to  the  objects  of 
the  federal  law.  The  Plenipotentiary  of  Bremen  thereupon  declared 
that  the  Senate  of  his  city  would  repeal  the  order  in  question. 

f  See  Laband,  I.,  247.  The  decision  which  devolves  on  the  Bundes- 
rath in  regard  to  the  federal  execution  is  judicial  in  its  nature. 

+  Schulze,  Deut.  Staatsr.,  II.,  63-4.  Laband,  248.  Cons.  Art.  77,  f., 
the  clause  of  the  constitution  which  treats  this  subject  is  copied  fronv 
the  29th  Art.  of  the  Wiener  Schlussacte. 
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II.  The  Bundesrath  is  also  empowered  by  the  constitu- 
tion, (Art.  76,  1)  to  decide,  on  the  appeal  of  one  of  the  par- 
ties, cases  arising  between  different  members  of  the  union, 
so  far  as  they  are  not  simply  civil  cases  falling  within  the 
jurisdiction  of  the  regular  courts.  This  is  only  a  species  of 
last  resort,  a  means  to  promote  the  possibility  of  a  peaceful 
solution  of  difficulties,  for  war  between  the  conflicting  states 
is  of  course  absolutely  excluded.* 

III.  Finally,  Article  76, 2,  of  the  Constitution  confers  upon 
the  Bundesrath  a  power,  to  say  the  least,  somewhat  startling 
in  its  nature — that  of  arbitration  when  difficulties  of  a  con- 
stitutional character  arise  between  the  different  factors  of 
the  state  governments.  The  clause  reads,  "  In  case  of  con- 
flicts of  a  constitutional  nature  in  states  where  there  is  no 
appointed  authority  to  decide  such  matters,  the  Bundesrath 
shall,  upon  the  application  of  one  of  the  parties,  settle  the 
difficulty  amicably.  If  this  does  not  succeed,  the  matter 
shall  be  disposed  of  with  the  forms  of  federal  legeslation."f 
It  is  to  be  observed  that  the  Bundesrath  is  to  interfere  only 
when  appealed  to  by  one  of  the  parties  concerned.  Should 
the  conflict,  however,  be  of  a  nature  to  prevent  the  fulfil- 
ment of  the  duties  of  the  state  towards  the  federation,  the 
Bundesrath  (in  accordance  with  article  19  of  the  constitu- 
tion relating  to  the  execution)  has  the  right  to  interpose 
without  being  called  upon.     Farther,  where  the  throne  in 

*  Recognizing  the  unfitness  of  the  Bundesrath  to  act  in  this  capa- 
city, Martitz  (1.  c,  p.  37)  observes  :  "  Man  wird  kaum  umhin  konnen, 
nach  dem  Vorgange  der  nordamerikanischen  and  schweizerischen 
Verfassung  alien  fin*  die  norddeutsche  Union  ein  Bundesgericht  mit 
der  Aburtheilung  der  Streitigkeiten  zwischen  den  Bundesgliedern  zu 
betrauen."  See  also  Seydel,  Holzendoiff,  and  Brentano's  Jahrbuch, 
III.,  288,  ff. 

f  "Verfassungsstreitigkeiten  in  solchen  Bundesstaaten,  in  deren 
Verfassung  nicht  eine  Behorde  zur  Entscheidung  soldier  Streitigkeiten 
bestimmt  ist,  hat  auf  Anrufen  eines  Theiles,  der  Bundesrath  gutlich 
auszugleichen,  oder,  wenn  das  nicht  gelingt,  im  Wege  der  Reiehs- 
gesetzgebung  zur  Eiledigung  zu  bringen." 
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a  state  is  the  object  of  contention  between  two  or  more 
pretenders,  the  Bundesrath  not  only  may.  but  must  exert 
an  influence  on  the  outcome,  inasmuch  as  the  rights  of 
membership  in  the  Empire  are  exercised  by  the  head  of 
the  state.  The  Bundesrath  would  be  forced  to  decide 
which  aspirant  to  the  throne  was  entitled  to  be  represented 
in  its  midst  by  his  plenipotentiaries. 

Conflicts  of  a  constitutional  nature  are  very  apt  to  be 
directly  and  indirectly  connected  with  a  misunderstanding 
between  the  monarch  and  his  subjects,  or,  more  specifically, 
between  the  cabinet  (Regierung)  and  the  representatives  of 
the  people.  In  the  decision  of  a  case  of  this  character,  the 
Bundesrath  is  obviously  no  impartial  judge.  It  is  itself  an 
assembly  of  rulers,  and  possesses  all  the  prejudices  of  rulers. 
Where  the  sympathies  of  the  arbitrator  would  be,  is  clear. 
The  influence  its  members  might  exert  on  one  of  their  own 
number,  in  their  attempt  amicably  to  bring  about  an  un- 
derstanding, would  be  neutralized  by  the  well-founded  sus- 
picion with  which  an  angry  parliament  would  view  their 
intervention.  Thus  it  is  expedient  that  ultimately  a  coun- 
terbalancing factor,  the  Reichstag,  should  be  called  in, 
or,  as  the  Constitution  expresses  it,  that  the  decision  of  the 
question  should  take  the  form  of  a  legislative  act.  Com- 
posing this  bicameral  court  we  have,  on  the  one  hand,  the 
plenipotentiaries  of  the  Bundesrath,  voting  according  to  the 
instructions  of  the  monarchs,  whose  brother  ruler  is  in- 
volved, on  the  other  hand,  the  representatives  of  the  people, 
influenced  by  a  variety  of  political  tendencies  and  ready  to 
defend  their  fellow  representatives  in  the  state.  As  Laband 
says,*  when  two  such  bodies  are  called  upon  to  exercise 
the  functions  of  a  court  of  justice,  for  which  they  are  in 
no  way  adapted,  and  attempt  to  agree  upon  a  verdict,  the 
probability  that  the  motives  of  the  decision  will  be  of  a 
purely  judicial  character  is  extremely  small.     The  consti- 

*Page;252. 


66  The   German  Bundesrath. 

tution  does  not,  in  fact,  require  that  the  decision  should 
have  a  judicial  character. 

The  solution  of  the  difficulty  may  take  the  form  of  a 
change  of  the  state  constitution,  or  of  an  annulling  of  that 
portion  of  the  constitutional  law  of  the  state  which  gave 
rise  to  the  conflict.  For  Article  2  of  the  imperial  Consti- 
tution, which  declares  that  federal  law  takes  precedence  of 
the  state  laws,  applies  to  a  case  of  legislation  based  on  the 
clause  we  have  been  considering,  by  which  the  existing  law 
of  one  of  the  states  is  modified  by  the  Empire.* 

The  moral  of  all  this,  which  is  not  likely  to  escape  a  cit- 
izen of  the  United  States,  is  formulated  by  probably  the 
most  distinguished  authority  on  German  constitutional  law, 
as  follows:  "A  consideration  of  this  clause  yields  two  sig- 
nificant results:  first,  it  is  apparent  that  the  individual  state 
is  not  sovereign  in  the  field  left  to  it,  but  the  Empire  stands 
above  it,  in  reality  the  highest  power,  in  truth  the  real  sov- 
ereign ;  secondly,  it  is  obvious  from  the  functions  of  the 
organs  of  the  Empire,  in  particular  those  exercised  by  the 
Bundesrath,  that  legislation,  administration  and  justice  are 
not  sharply  defined  departments,  but  are  simply  forms  in 
which  the  one  and  indivisible  power  of  the  state  manifests 
itself."  f 

*Laband,  252. 

fLaband,  252.  This  power  of  interfering  with  the  state  constitu- 
tions is  sharply  criticized  by  Martitzinhis  suggestive  little  book  on  the 
North  German  Constitution  (Betrachtungen  liber  die  Verfassung  des 
Norddeutsehen  Bundes  1868).  But  while  he  calls  the  provisions  on  this 
matter  "in  JioJiem  grade  bedmldich"  and  asserts  that  "  der  gesammte 
verfassungsmassige  Eechtszustand  der  deutschen  Staaten  in  Frage- 
gestellt  wild"  (pp.  29  and  81)  he  admits  that  "der  Band  den  Verfas- 
sungseonflikten  der  Einzelstaaten  schlecterdings  nicht  gleichgiltig 
gegenuberstehen  kann,  dass  ihm  in  jedem  Falle  die  Moglichkeit 
gewahrt  werden  muss,  denselben  die  gefahrlichen  Spitzen  abzu- 
schneiden,  diese  Nothwendigkeit  bedarf  keines  Erweises."  In  other 
words,  this  contingent  interference  with  the  affairs  of  the  individual 
state  is  a  tradition  so  deeply  rooted  in  the  German  mind  that  even  the 
liberal  thinkers  cannot  free  themselves  from  it.  A  further  example 
is  to  be  found  in  the  liberal  constitution  of  1848-9. 
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The  preceding  study  ought,  it  seems  to  me,  to  help  us  to  a 
truer  view  of  the  real  nature  of  our  own  government.  As 
we  have  seen,  the  German  Constitution  was  not  the  pro- 
duet  of  abstract  political  speculation,  but  was  strictly  con- 
ditioned, at  its  formation,  by  existing  national  traditions  and 
by  the  specific  demands  of  the  moment.  We  find  in  it  no 
room  for  institutions  copied  from  other  federal  systems.  It 
is  relative  to  the  German  nation,  purely  indigenous,  and 
hence,  sui  generis.  But  is  not  the  same  true  of  our  own 
form  of  government  ?  Have  the  principles  enunciated  in 
the  Federalist,  for  example,  a  universal  applicability,  or  are 
they,  to  a  much  greater  extent  than  we  are  wont  to  suppose,, 
simply  rules  for  a  single  nation,  at  a  particular  period  of  its 
development?  We  may  seek  an  answer  to  this  question  in 
two  directions.  We  may  investigate  the  origin  of  our  con- 
stitution, and  determine  whether  or  no  its  founders  were 
governed  in  their  work,  by  a  desire  to  realize  abstract 
ideals,  or  were  contented,  in  the  main,  to  adopt  such 
arrangements  .as  were  sanctioned  by  the  experience  of  the 
states.  Or  we  may  compare  our  constitution  with  other 
examples  of  federal  organizations,  and  see  whether  there  be 
a  unity  running  through  them  all  which  would  justify  us- 
in  assigning  an  absolute  value  to  those  rules  which  have 
been  observed  in  the  formation  of  our  own  federation.  In 
respect  to  the  origin  of  the  constitution  of  the  United 
States,  I  have  attempted  to  show  in  a  previous  article,*" 
that  our  existing  form  of  government  had  a  much  more 
gradual  development  than  is  generally  supposed.  The 
work  of  the  Convention  of  1787  consisted  chiefly  in  what 
may  be  called  the  federalizing  of  the  political  institutions 
of  the  individual  states,  even  the  original  features  being 
strictly  in  harmony  with  the  national  traditions.  The 
second  method  by  which  it  seems  possible  to  reach  a 
solution  of  the  problem  suggested  above,  we  have  pur- 
ine Original  and  Derived  Features  of  the  Constitution.  Annate 
of  the  Am.  Acad,  of  Political  and  Social  Science,  Oct.,  1890. 
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sued  in  the  foregoing  pages.  The  result  is  clear.  We 
have  found  upon  studying  the  constitution  of  the  chief 
example  of  a  federal  state  in  Europe,  that  it  is  not  formed 
according  to  the  same  plan  as  that  of  the  United  States. 
The  German  Federation  is,  as  De  Tocqueville  once  said  of 
our  own  union,  in  reality,  a  new  tiling  with  an  old  name. 
In  attempting  to  study  it  with  our  national  preconceptions, 
we  find  ourselves  at  first  baffled  by  the  constant  disregard 
of  the  formulations  of  our  classical  works  on  politics.  It 
is  only  when  we  recognize  the  possibility  of  independent 
constitutional  development  in  lines  wholly  different  from 
those  which  the  United  States  has  followed,  and  cease  to 
try  to  classify  all  political  phenomena  according  to  a  sys- 
tem applicable  in  general  only  to  our  own  national  evolu- 
tion, that  we  begin  to  perceive  the  real  nature  of  the  Ger- 
man Imperial  Constitution.  But  if,  as  we  seem  warrantel 
in  concluding,  the  political  institutions  of  a  nation  must  be 
relative  to  its  social  and  economic  status,  the  attempt  to  lay 
down  general  principles  of  government  applicable  to  every 
country,  or  even  to  a  single  country  in  every  stage  of  its  de- 
velopment, must  always  prove  futile.  Every  nation  is, 
however,  in  a  constant  state  of  flax.  Our  own,  in  particu- 
lar, has  undergone  the  most  profound  changes  since  the  close 
of  the  last  century,  and  we  have,  perhaps,  cause  to  envy  the 
good  fortune  of  those  countries  where  the  constitution  is 
not  so  rigid  as  to  preclude  a  more  or  less  unconscious  re- 
adjustment between  the  political  institutions  and  the  con- 
stantly changing  social  and  economic  life  of  the  nation. 
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INTRODUCTION. 


There  are  two  possible  starting  points  for  economic  inves- 
tigation— man  or  nature.  If  we  begin  with  man  the  funda- 
mental premises  lie  in  the  subjective  differences  in  men.  If 
wTe  begin  with  nature,  the  objective  differences  in  nature  form 
the  first  premises.  The  physiocrats  to  whom  the  classical 
system  owes  its  origin  began  with  the  environment  of  man, 
and  created  a  science  out  of  the  conditions  that  limit  the 
actions  of  men.  As  they  lived  in  an  age  when  the  physical 
sciences  engrossed  the  attention  of  scholars,  it  is  not  strange 
that  they  should  model  the  science  of  economics  after  the 
physical  sciences  cultivated  at  that  time.  This  radically 
wrong,  although  highly  necessary,  beginning  of  the  science 
brought  with  it  a  train  of  evils  which  have  not  yet  been 
eliminated.  It  has  led  its  investigators  to  esteem  too  highly 
some  of  those  laws  which  rest  directly  upon  a  physical  back- 
ground. Men  who  look  upon  physical  laws  and  physical 
standards  as  more  exact  and  more  definite  than  those  laws  of 
a  subjective  nature  state  them  in  a  form  which  tends  to  hide 
their  real  character.  They  regard  the  physical  and  objective 
as  fundamental,  while  the  subjective  and  mental  are  brought 
in  only  as  modifying  conditions.  The  ideas  of  the  physio- 
crats did  not  die  with  them  ;  their  successors  continued  to 
imitate  the  methods  of  the  physical  sciences,  and  tried  to 
measure  economic  forces  by  objective  standards. 

Adam  Smith  was  the  first  to  make  a  conscious  and  im- 
portant use  of  subjective  premises.  English  investigators 
in  morals  had  shown  that  the  actions  of  men  are  inde- 
pendent phenomena,  having  laws  of  their  own.  Adam 
Smith  thus  came  by  inheritance  and  early  education  into 
the  possession  of  a  body  of  knowledge,  and  a  way  of  look- 
ing at  social  and  industrial  affairs   which  was  out   of  the 
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reach  of  his  predecessors  in  France.  He  had  only  to  obtain 
the  results  of  their  investigations  to  be  placed  in  a  position 
to  reconstruct  the  science.  He  was,  however,  too  much  in- 
fluenced by  them  to  avoid  their  leading  errors,  and  hence  his 
theories  are  in  many  respects  in  harmony  with,  if  not,  the 
direct  outcome  of  their  general  point  of  view. 

These  tendencies  towards  a  greater  use  of  subjective  laws 
in  economics  were  checked  by  Ricardo.  The  law  of  rent  vital- 
ized and  co-ordinated  all  the  physical  elements  of  the  science. 
By  uniting  in  an  organic  whole  certain  objective  features 
of  the  economic  world  Ricardo  gave  a  vivid  picture  of  the 
structure  of  society  which  has  ever  since  been  the  charm  of 
those  who  delight  in  deductive  reasoning.  While  he  makes 
differences  in  the  objective  world  the  basis  of  his  reasoning 
he  overlooks  the  importance  of  those  of  a  subjective  nature. 
They  remain  in  an  inductive  form  without  any  definite  ar- 
rangement. He  was  thus  enabled  to  make  a  free  use  of  sub- 
jective facts  and  at  the  same  time  to  harmonize  them  with  the 
objective  premises  that  lie  at  the  basis  of  his  system. 

The  stability  of  the  classical  system  can  be  disturbed  from 
two  directions — either  by  those  who  distrusted  the  deduc- 
tive method  and  hence  valued  the  deductive  part  of  their  work 
less  highly  than  the  classical  economists  did,  or  by  those  who 
had  greater  confidence  in  subjective  laws,  and  hence  sought  to 
change  the  subjective  elements  of  political  economy  into  a 
deductive  form.  Destructive  criticism  and  constructive  efforts 
would  have  the  same  general  effect.  They  would  both  lead 
to  the  formation  of  a  new  political  economy  in  which  man 
would  be  the  center  point  The  progress  of  civilization  has 
become  so  great  that  any  fair  application  of  the  inductive 
method  must  show  the  supremacy  of  man  over  nature.  And 
if  any  unbiased,  deductive  thinker  should  seek  for  dif- 
ferences upon  which  to  base  his  deductions  he  could  not  but 
see  that  differences  in  men  were  of  greater  importance  in  ex- 
plaining economic  phenomena  than  differences  in  nature. 

It  was  natural  that  the  first  reaction  against  the  classical 
economists  should  be  inductive  in  form.  The  better 
knowledge  of  the  laws  of  agricultural  production  which  his 


Introduction.  vii 

residence  in  a  new  country  gave  him,  enabled  Carey  to 
cast  a  doubt  upon  those  physical  laws  which  the  classical 
school  used  as  the  basis  of  their  reasoning.  It  was  no 
longer  possible  to  defend  a  system  of  political  economy 
that  determined  the  productive  power  of  a  society,  and  the 
income  of  its  members,  solely  by  making  deductions  from 
the  laws  of  rent,  and  of  diminishing  returns.  The  inductive 
and  historical  work  of  the  German  economists  was  of  far 
greater  importance,  because  it  brought  to  light  a  mass  of 
facts  relating  to  the  progress  of  society,  and  the  evolution 
of  man.  The  result  of  these  inductive  and  historical  studies 
changed  the  character  of  political  economy  and  reversed  the 
order  in  which  it  is  studied.  It  became  less  physical  and 
more  subjective  in  its  character,  and  instead  of  proceeding 
from  nature  to  man,  it  became  evident  that  economists  must 
begin  with  the  study  of  man  and  end  with  a  study  of  the 
relation  of  man  to  nature. 

While  inductive  thinkers  could  escape  from  the  dominion 
of  the  classical  school  in  the  way  discovered  by  Carey  and 
the  German  economists,  this  road  was  not  open  to  those  who 
were  deductive  in  their  thinking.  They  could  not  consist- 
ently contest  deductive  conclusions  with  a  mere  appeal  to 
inductive  facts.  They  were  compelled  to  take  up  the  sub- 
jective elements  of  the  science  which  the  classical  school  had 
not  properly  utilized,  and  change  them  into  a  deductive  form. 
Those  who  were  not  satisfied  with  deductions  from  differ- 
ences in  physical  nature,  must  use  differences  in  man 
as  the  basis  of  their  reasoning.  From  these  differences 
in  men  they  must  construct  a  subjective  economy  that  will 
bind  together  in  a  harmonious  whole  all  our  knowledge  of 
the  influence  of  men  upon  economic  phenomena.  What  the 
old  economists  did  for  the  physical  laws  of  the  science  they 
seek  to  do  for  the  mental  laws.  Such  economists  must  be 
more  deductive  than  their  predecessors  because  they  are 
extending  the  use  of  deduction  over  a  vast  field  to  which  the 
deductive  method  had  never  been  applied.  They  must  at 
the  same  time  be  more  inductive  because  the  premises  they 
seek  cannot  be  obtained  by  simple  inspection.     Only  a  care- 
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ful  investigation  of  history  and  facts  will  give  the  basis  upon 
which  they  must  build. 

It  is  not  my  purpose  to  present  a  complete  system  of 
economics,  based  upon  subjective  phenomena.  Much  of  the 
work  leading  to  that  end  has  been  too  well  done  to  need  a 
repetition.  I  shall,  however,  use  my  studies  to  furnish  tresh 
illustrations  of  the  importance  of  such  a  system,  and  of  the 
possibility  of  applying  its  principles  to  other  fields  than  those* 
in  which  they  are  already  in  use.*  I  am  interested  in  the 
problems  of  the  consumption  of  wealth,  and  have  tried  to 
develop  a  theory  of  this  subject.  My  main  endeavor  will  be 
to  show  that  the-  theory  of  consumption  furnishes  a  better 
basis  for  the  theories  of  value  and  of  distribution  than  the 
accepted  theory  of  cost  of  production.  If  this  change  is 
made  the  theory  of  production  becomes  independent  of  the 
theory  of  distribution,  and  can  be  presented  in  a  way  more 
capable  of  showing  the  causes  of  progress  and  prosperity. 
An  especial  emphasis  will  also  be  given  to* the  causes  deter- 
mining the  standard  of  life.  It  will,  however,  be  necessary 
to  direct  attention,  first  of  all,  to  the  history  of  economic 
theory,  since  many  of  the  difficulties  in  the  reconstruction  of 
these  theories  lie  in  the  interpretation  of  their  history. 

*See  the  writer's  Premises  of  Political  Economy  and  Consumption 
of  Wealth. 
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I. 
HISTORY  OF  ECONOMIC  THEORY. 


The  history  of  economic  theory,  and  the  relation  between 
its  different  parts,  can  be  studied  best  by  taking  up  in 
succession  the  various  economies  that  have  been  given  us  by 
the  great  economists.  There  is  a  marked  difference  between 
the  sum  of  the  theories  advocated  by  a  given  group  of  eco- 
nomists, and  the  economy  they  have  formed  and  left  as  an 
inheritance  for  posterity  to  study.  A  theory  is  a  hypothe- 
tical statement  of  how  certain  forces  would  act  if  they  were 
isolated  from  their  concrete  surroundings.  There  might  be 
a  large  number  of  theories  current  at  a  given  time,  and  yet 
form  no  economy  if  the  suppositions  on  which  they  rest  did 
not  in  many  respects  harmonize.  In  the  mercantile  school 
there  were  many  doctrines  to  be  found,  yet  they  were 
collected  from  so  many  sources,  and  in  so  empirical  a  manner, 
that  out  of  their  writings  the  reader  does  not  get  a  clear  idea 
of  the  economic  forces  whose  action  determines  the  industrial 
activity  of  the  age. 

An  economy  is  more  than  a  body  of  related  doctrines,  be- 
cause it  presupposes  certain  mental  characteristics  of  the  peo- 
ple; a  given  state  of  progress  of  the  mechanical  arts  as  well 
as  certain  peculiarities  of  soil  and  climate.  Many  economists 
have  tried  to  eliminate  all  facts  and  suppositions  that  depend 
upon   local,  natural   or  other   concrete   considerations,  and 
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create  a  theory  of  economics,  that  shall  have  universal 
validity.  No  such  economy,  however,  has  as  yet  appeared. 
Those  who  have  followed  this  plan  have  either  magnified  a 
few  doctrines  out  of  all  proportion  to  their  true  value,  or 
they  have  kept  in  a  hazy  background  the  concrete  indus- 
trial facts  of  some  nation  at  a  given  point  of  its  progress. 
An  economy  does  not  include  all  the  facts  of  a  society  at  a 
given  time,  but  only  those  that  have  been  assimilated  by  the 
economists  who  study  this  society,  and  used  by  them  as  a 
basis  of  their  theories.  Take  away  all  the  concrete  facts, 
and  the  theories  they  form  will  be  merely  unrelated  assump- 
tions. Give  all  the  facts  an  equal  prominence  and  nothing 
but  crude  empirical  laws  can  be  found.  An  economy  is  thus 
a  picture  of  a  given  nation,  as  its  economists  see  it.  It  is 
in  many  regards  an  abstraction,  with  however  enough  of 
concrete  reality  to  present  a  vivid  picture  of  the  industrial 
life  of  the  people. 

The  intellectual  process  by  which  an  economy  is  created 
is  the  same  as  that  used  in  forming  a  theory.  Both  are  ab- 
stract and  consider  some  parts  of  economic  phenomena  to 
the  exclusion  of  the  remainder.  In  forming  a  theory  a  given 
class  of  facts  is  separated  from  the  aggregate  phenomena 
that  make  the  social  organism,  and  so  arrranged  that  the  law 
can  be  seen.  In  an  economy,  however,  the  social  organism 
is  abstracted  from  a  mass  of  discordant  facts  that  tend  to 
hide  the  working  of  its  general  laws.  The  society,  as  a 
whole,  and  the  leading  features  of  its  environment  now  be- 
come prominent,  and  its  laws  can  be  correlated  into  a  system. 
The  neglect  of  unimportant  facts  'gives  an  emphasis  to  the 
salient  facts  of  society  as  a  fog  upon  the  low  hills  and  valleys 
brings  out  the  leading  features  of  a  mountain  range. 

The  history  of  economics  is  made  up  of  a  series  of  such 
economies.  As  modern  society  has  developed  out  of  one 
stage  into  another  there  have  been  corresponding  changes  in 
the  concrete  background  upon  which  the  economists  base 
their  theories.  Many  of  the  old  theories  give  way  to  those 
which  conform  more  closely  to  the  prominent  characteristics 
of  the  new  age.     A  new  body  of  correlated  theories  soon 
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grows  up  which  form  an  economy  quite  distinct  from  that  of 
the  preceding  age. 

I  shall  not  try  to  present  a  history  of  various  economic 
theories  as  they  present  themselves  when  isolated  from  the 
system  of  thought  of  which  they  are  a  part.  Such  a  course 
would  occupy  too  much  space,  and  would  hinder  rather  than 
further  the  end  I  have  in  view-  I  want  merely  to  keep  in 
sight  a  bold  outline  of  the  succeeding  economies,  so  that  the 
line  of  progress  becomes  distinct.  Only  from  the  general 
trend  of  economic  thought  can  it  be  made  clear  that. the  new 
theories  of  value  and  consumption  are  parts  of  a  progressive 
movement,  and  the  center  points  of  a  new  economy  which  is 
arising  out  of  the  industrial  facts  of  the  present  age. 
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II. 
THE  ECONOMY  OF  THE  PHYSIOCRATS. 


In  the  sense  in  which  I  use  the  term,  the  first  economy 
was  created  by  the  physiocrats  in  France.  They  lived  in  an 
age  when  the  physical  sciences  engrossed  the  attention  of  all 
scholars.  The  materialistic  ideas  coming  from  these 
sciences  dominated  all  thinkers,  and  tended  to  make  them 
look  upon  man  as  the  mere  outcome  of  the  mechanical  forces 
that  acted  upon  him.  It  is  not  strange  therefore  that  when 
men  saturated  with  these  ideas,  began  the  study  of  industrial 
affairs,  they  should  seek  to  erect  an  economic  science  modeled 
after  the  physical  sciences.  In  the  history  of  the  theory  of 
economics  nothing  is  more  marked  than  the  dominant  in- 
fluence of  the  ideas  which  its  investigators  bring  with  them 
from  the  sciences  the)7  have  previously  studied.  We  have 
not  only  a  physical  conception  of  economic  science,  but  also 
a  moral,  a  mathematical,  an  historical,  and  we  shall  have 
many  other  like  conceptions  of  the  science  as  men  with 
different  education  and  new  ideas  are  attracted  from  other 
fields  of  investigation  into  the  study  of  social  affairs. 

It  is  also  difficult  to  see  how  a  beginning  in  economic 
theory  could  have  been  made  by  any  other  class  of  thinkers, 
or  how  any  economy  could  have  preceded  that  of  the 
physiocrats.  By  the  ordinary  thinkers  of  that  age  social  and 
mental  phenomena  were  regarded  as  outside  of  the  realm  of 
law.  Such  men  have  been  opponents  of  all  mental  sciences 
until  they  were  forced  to  give  up  their  opposition  on  account 
of  the  success  of  these  sciences  in  the  hands  of  those  who 
believed  in  the  universal  reign  of  law.  When  these  scien- 
tists began  to  look  for  laws  in  the  industrial  world  the 
most  obvious  of  them  were  the  physical  laws  that  operate 
from  without  upon  men  and  society,  and  determine  the  trend 
of  industrial  progress.     The  people  of  a  nation  are  looked 
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upon  in  the  same  light  as  the  drops  of  water  that  fall  from 
the  clouds.  The  physical  characteristics  of  the  land  seem 
to  fix  the  line  of  progress  of  its  inhabitants  as  fully  as  they 
do  the  direction  in  which  the  water  flows. 

The  economic  condition  of  France  at  this  time  was  favor- 
able to  the  development  of  a  purely  physical  economy.  The 
isolation  of  producers  and  the  primitive  condition  of  their 
industries  made  the  return  for  their  labor  so  meagre  that 
there  was  little  surplus  after  the  expenses  of  production 
were  paid.  It  was  easy  under  these  conditions  to  look  upon 
the  services  of  the  manufacturer  and  merchant  as  sterile, 
securing  their  profits,  not  from  what  they  produce,  but  from 
the  surplus  of  the  farmer.  The  aid  of  natural  forces  seems 
necessary  to  get  a  net  product  where  the  struggle  for  a  living 
was  as  severe  as  among  the  producers  of  France  at  this  time. 
The  physiocrats  could  easily  overlook  every  subjective  con- 
dition of  production,  and  build  up  an  economy  as  physical 
and  material  as  the  sciences  that  were  used  as  models.  It 
should  be  noticed  that  their  science  was  not  a  science  of 
man,  but  of  the  conditions  that  limit  the  actions  of  men.  No 
appeal  is  made  to  subjective  motives  in  men.  The  line  along 
which  men  must  move  is  made  apparent  by  revealing  the 
obstacles  that  nature  puts  in  the  way  of  any  other  line  of 
action.  Prices  cannot  be  higher  than  they  are  because  con- 
sumers have  no  more  to  give.  Neither  can  they  be  lower 
because  producers  cannot  live  on  less  than  they  have.  There 
must  be  a  surplus  in  production  above  the  minimum  needs 
of  producers  before  any  subjective  laws  can  influence  the 
distribution  of  what  is  produced.  Neither  the  law  of  cost 
of  production  nor  of  final  utility  is  of  importance  where  the 
maximum  of  production  is  not  more  than  the  minimum  of 
consumption.  The  surplus  which  the  aid  of  nature  gives  in 
agriculture  goes  directly  into  the  hands  of  a  particular 
class,  from  which  it  can  be  taken  for  public  purposes  only  by 
means  of  taxation.  All  distribution,  therefore,  follows 
political  and  not  economic  laws,  and  becomes  a  part  of  morals 
and  politics. 
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III. 
THE  OPTIMISTIC  ECONOMY  OF  ADAM  SMITH. 

In  the  writings  of  Adam  Smith  subjective  laws  were,  for 
the  first  time,  consciously  introduced  into  political  economy. 
While  the  thinkers  of  France  had  been  devoting  themselves 
solely  to  the  study  of  material  forces  and  physical  laws, 
English  investigators  had  brought  mental  science  into  promi- 
nence. The  actions  of  men  were  no  longer  looked  upon  as  the 
direct  result  of  objective  forces.  Subjective  phenomena  were 
now  studied  as  an  independent  class,  requiring  special  investi- 
gation and  having  laws  of  their  own.  While  the  mental  laws 
may  have  a  physical  background,  the  relation  between 
the  two  is  so  obscure  that  no  deductions  from  the  latter  were 
of  much  importance  in  studying  the  actions  of  men.  A 
series  of  new  sciences  now  became  possible,  which  were 
to  be  cultivated  by  men  of  instincts  other  than  those  that 
dominate  the  investigators  of  the  physical  sciences.  To  them 
the  subjective  facts  were  fundamental,  and  the  laws  of  the 
mind  were  as  exact  and  its  phenomena  as  capable  of  measure- 
ment as  were  those  of  the  material  world. 

Adam  Smith's  confidence  in  subjective  laws  is  shown  by  the 
use  he  made  of  them.  He  traced  the  influence  of  self-interest 
in  all  economic  activities  with  a  master  hand,  and  showed 
how  its  action  forced  men  to  do  of  themselves  a  multitude  of 
useful  acts  which  previous  thinkers  thought  men  would  not 
do  unless  compelled  by  physical  laws  or  by  the  power  of  the 
State.  He  showed  how  the  increase  of  capital  depended 
upon  the  growth  in  men  of  an  instinct  to  save.  He  claimed 
that  the  division  of  labor,  from  which  so  many  advantages 
are  derived,  came  from  a  propensity  of  human  nature  to 
barter  and  exchange  one  thing  for  another.  The  causes  that 
increase  wealth  were  subjective,  and  progress  depended  upon 
the  growth  of  mental  qualities. 
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By  the  aid  of  these  principles  he  was  able  to  show  that 
land  was  not  the  sole  source  of  the  net  revenue  of  society.  The 
return  obtained  from  the  factory  and  from  commerce  is  greater 
than  the  expenditure  of  labor  in  the  same  sense  that  the 
f  eturn  from  land  is  greater  than  the  labor  of  farmers.  What 
nature  does  in  agriculture,  intelligence  and  co-operation  do 
in  the  manufacture  and  exchange  of  commodities.  There  is 
now  a  margin  of  possible  fluctuation  of  prices  between  the 
highest  price  for  goods  that  consumers  can  afford  to  pay,  and 
the  lowest  price  that  producers  can  afford  to  take.  Under 
these  conditions  a  theory  of  value  first  becomes  of  import- 
ance, and  in  Adam  Smith's  solution  of  this  problem  the  first 
great  appeal  was  made  to  subjective  forces.  He  showed  how 
the  action  of  self-interest  causes  producers  to  take  the  lowest 
possible  price.  We  now  have  for  the  first  time  in  its  most 
general  form  the  theory  of  the  cost  of  production  as  the  regu- 
lator of  value.  The  value_of  each  commodity  is  assumed  to 
be  equal  to  the  cost  of  its  production,  and  hence  in  the  value 
of  commodities  we  have  an  exact  measure  of  their  cost. 
Commodities  tend  to  exchange  for  one  another  according  to 
the  amount  of  labor  expended  upon  them.  The  increase  of 
productive  power,  therefore,  tends  to  lower  prices,  and  to 
create  a  net  surplus  to  be  enjoyed  by  all  consumers.  This 
net  surplus  is  equal  to  the  difference  between  the  total  utility 
of  the  commodities  consumed  and  the  total  cost  of  their  pro- 
duction, or  what  is  the  same,  their  total  value ;  and  this  sur- 
plus is  increased  by  whatever  lowers  the  cost  of  production. 

The  optimistic  economy  of  Adam  Smith  is  based  upon 
these  facts  and  tendencies.  Its  leading  features  are  the 
identity  of  cost  and  value,  and  the  decreasing  proportion  in 
which  the  total  value  of  commodities  stands  to  tneir  total 
utility  in  a  society  which  is  improving  its  processes  of  pro- 
duction. There  is  also  a  large  quantity  of  free  goods,  those 
too  abundant  to  be  appropriated.  Join  these  with  the  bene- 
fits of  the  net  surplus  of  other  commodities,  and  there  arises 
a  general  plenty  which  diffuses  itself  among  all  ranks  of 
society. 


1 6  The   Theory  of 


.    IV. 
THE  PRIMITIVE  ECONOMY  OF  RICARDO. 


The  optimistic  hopes  of  social  progress  and  general  pros- 
perity were,  of  necessity,  short-lived.  We  may  shut  our  eyes 
for  a  time  to  disagreeable  facts,  and  make  a  pleasing  economy 
out  of  what  remains.  But  in  the  end  the  unpleasant  side  of 
industrial  life  will  force  itself  upon  our  attention  and  make 
us  look  for  its  causes  and  remedies. 

This  task  fell  to  Ricardo,*  and  in  his  writings  we  must  seek 
an  economy  corresponding  to  the  new  conception  of  the 
industrial  world.  The  central  thought  of  his  system  is  the 
effect  of  scarcity  of  supply  upon  the  value  of  commodities. 
He  saw  that  the  relative  scarcity  ol  an  article  gives  it  a  value 
much  above  its  cost  of  production.  With  this  improved  anal- 
ysis of  value  he  could  deduce  that  the  exchangeable  value 
of  commodities  came  from  two  sources  :  from  their  scarcity 
and  from  the  quantity  of  labor  required  to  obtain  them. 
This  valuable  distinction  would  have  probably  been  of  little 
use  to  him  had  not  the  laws  of  rent  and  of  diminishing  returns 
been  discovered  by  his  contemporaries,  Malthus  and  West. 
With  the  aid  of  this  material  he  had  the  key  to  the  distribu- 
tion of  wealth. 

Adam  Smith  viewed  the  processes  of  production  from  a 
national  standpoint,  and  dwelt  solely  upon  the  increase  of 
productive  power  that  comes  with  the  advance  of  civilization. 
He  assumed  that  the  results  of  increased  production  would 
be  fairly  distributed,  and  believed  that  the  reduction  of  the 
value  of  all  commodities  to  their  cost  of  production  was 
the  means  by  which  the  just  distribution  was  accomplished. 
Ricardo  was  the  first  to  see  the  falsity  of  this  assumption. 
The  relative  scarcity  of  some  articles  causes  their  price  to 

*See  the  writer's  Malthus  and  Ricardo,  publications  of  the  Ameri- 
can Economic  Association,  Vol.  IV.,  No.  5. 


Dyna m ic  EconOm ics.  1 7 

rise,  and  the  average  man  loses  in  this  way  what  he  gains 
by  the  lower  price  of  other  articles.  If  scarcity  is  a  cause 
of  value  the  total  exchangeable  value  of  commodities  is  no 
longer  the  same  as  their  total  cost.  A  part  of  the  net  sur- 
plus above  the  total  cost»of  production  is  appropriated  by  the 
owners  of  scarce  products,  instead  of  going  to  consumers  as 
free  surplus. 

The  optimistic  deductions  of  Adam  Smith  were  thus  over- 
thrown by  the  doctrines  of  Ricardo.  Through  the  action  of 
the  law  of  diminishing  returns  the  difference  between  total 
•cost  and  total  utility  decreases  instead  of  increasing  in  a 
progressive  society.  Total  values,  however,  have  increased 
much  more  rapidly  than  total  cost  as  a  result  of  the  growth 
of  rent. 

To  this  latter  fact  I  wish  to  call  special  attention,  because 
its  importance  to  economic  theory  has  not  been  fully  appreci- 
ated. Before  Ricardo  saw  the  effect  of  scarcity  on  value,  it 
was  assumed  that  total  values  never  exceeded  total  cost,  and 
that  all  the  difference  between  the  total  utility,  which  a 
society  gets  from  its  economic  environment,  and  the  total 
cost  of  all  commodities  goes  to  consumers  as  free  goods  or 
net  surplus.  Both  doctrines  are  false  if  scarcity  is  a  cause 
of  value.  The  possession  of  the  relatively  scarce  articles 
enables  their  owners  to  appropriate  a  part  of  the  net  surplus 
through  the  great  increase  of  total  values  that  results  from 
the  scarcity  of  these  articles.  In  a  progressive  society,  there- 
fore, the  total  value  of  all  commodities  is  much  greater  than 
their  total  cost.  The  net  surplus  above  the  cost  of  produc- 
tion no  longer  goes  entirely  to  consumers.  Producers  who 
possess  articles  that  are  relatively  scarce  compel  consumers 
to  give  up  a  part  of  the  net  produce  to  them.  Total  values 
under  these  conditions  form  an  increasing  part  of  total  util- 
ity, even  though  the  proportion  of  total  cost  to  total  utility 
is  decreasing. 

The  economy  of  Ricardo  stands  in  the  same  relation  to  the 
theory  of  distribution  in  which  the  economy  of  the  physio- 
crats stands  to  that  of  production.  The  physiocrats  saw 
the  natural  causes  that  create  a  net  surplus  in  production. 
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Ricardo  saw  the  causes  that  lead  to  natural  monopolies  in 
distribution.  He  naturally  chose  the  strongest  case — the 
scarcity  of  the  better  grades  of  land.  People  are  more  easily 
impressed  with  physical  differences  and  their  effects  than 
with  the  subjective  differences  in  men.  Differences  in  land 
also  become  apparent  at  a  much  earlier  stage  of  economic 
progress  than  do  those  in  men. 

Ricardo' s  procedure  was  natural  and  necessary,  yet  it  has 
lead  to  many  serious  errors.  The  physiocrats  were  right  in 
saying  there  is  a  surplus  from  land,  but  wrong  in  saying 
there  is  a  surplus  only  from  land.  Ricardo  was  right  in 
saying  that  there  are  natural  monopolies  that  raise  the  value 
of  food  above  the  cost  of  production  on  the  better  lands.  He 
was,  however,  wrong  in  implying  that  these  natural  monopo- 
lies were  the  only  monopolies  arising  out  of  economic  condi- 
tions. The  tendency  of  the  different  factors  in  production 
to  increase  is  never  the  same,  and  hence  when  more  land, 
more  capital,  more  labor  and  more  intelligence  are  wanted 
by  a  progressive  society  those  factors  that  tend  to  increase 
the  most  slowly,  become  relatively  scarce,  and  must  be  paid 
for  at  monopoly  rates. 

The  economy  of  Ricardo  and  his  theory  of  cost  assumes  a 
primitive  society  before  superior  intelligence  became  neces- 
sary to  efficient  production.  He  never  refers  to  production 
on  a  large  scale.  All  his  illustrations  of  exchanges  are  from 
primitive  conditions.  A  shoemaker  exchanges  with  a  tailor, 
and  a  hatter  with  a  baker.  In  such  a  society  scarcity  affects 
the  value  of  only  a  few  articles  like  food,  and  the  distinction 
between  commodities  that  are  freely  produced  and  those  that 
are  not,  is  clear  and  important.  When,  however,  hatters, 
shoemakers,  tailors  and  other  producers  are.  formed  into 
large  productive  groups  to  increase  the  efficiency  of  produc- 
tion, the  higher  intelligence  needed  to  organize  production 
is  a  scarcer  factor  than  the  better  grades  of  land,  and  is  the 
source  of  more  monopolies.  Some  element  of  monopoly  is 
now  everywhere,  and  causes  the  value  of.  all  commodities^. to 
be  greater  than  their  cost,  except,  perhaps,  those  made  at 
the  margin  of  production.      The  difference   between   com- 
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modities  that  are  freely  produced  and  those  that  are  not, 
ceases  to  be  of  importance.  Both  classes  merge  into  one, 
since  each  commodity  needs  for  its  production  certain  ele- 
ments that  are  relatively  scarce  and  others  that  are  not. 

The  omissions  of  Ricardo,  and  even  his  errors,  served  only 
to  strengthen  his  economy.  They  enabled  him  to  unite  in  an 
organic  whole  the  leading  features  of  the  economic  world,  and 
give  a  vivid  picture  of  the  structure  of  society.  His  econ- 
omy was  stable  because  he  drew  its  elements  equally  from 
subjective  and  objective  sources.  An  analysis  of  his  system 
shows  that  it  is  based  on  six  premises.  Two  are  subjective 
— self-interest  and  the  sexual  passion.  Two  are  objective — 
differences  in  the  fertility  of  soils,  and  the  diminishing 
returns  in  agriculture.  The  remaining  two  are  taken  from 
the  results  of  civilization — the  use  of  capital,  and  the  divis- 
ion of  labor.  The  last  two  premises  give  the  causes  of  the 
net  surplus  that  society  has  to  distribute,  and  the  objective 
premises  furnish  the  laws  which  determine  its  distribution. 
Self  interest  causes  men  to  economize  labor  and  to  increase 
wealth,  while  the  sexual  passion  leads  to  the  increase  of 
population,  and  is  the  cause  of  low  wages,  misery  and  vice. 
Here  is  a  world  with  six  of  its  mountains  reflecting  the  full 
light  of  the  sun,  while  all  the  foothills  and  valleys  are 
shrouded  in  a  mist. 

It  is  no  wonder  that  so  clear  and  so  simple  a  picture  of  a 
society  and  its  economic  laws  should  fascinate  economists, 
nor  that  the  strength  of  the  theory  should  resist  many 
well-directed  attacks.  In  spite  of  its  stability  and  strength, 
the  economy  of  Ricardo  is  highly  artificial.  The  first  two 
premises  give  us  a  primitive  man ;  the  second  two  a  prim- 
itive world,  unmodified  by  man.  The  last  two  premises, 
however,  presuppose  a  civilization  that  it  is  not  possible  for 
a  primitive  man  to  have  in  a  primitive  world.  If  a  society 
has  capital  and  division  of  labor,  the  results  of  civilization 
will  react  on  the  primitive  man  and  the  primitive  world,  and 
create  a  new  man  in  a  new  world.  The  results  of  civiliza- 
tion will,  therefore,  grow  in  importance,  and  the  influence 
of  the  first  four  premises  will  gradually  diminish  until  the 


20  The   Theory  of 

stability  of  the  system  is  so  much  disturbed  that  a  new  point 
of  equilibrium  must  be  sought  by  grouping  the  facts  in  some 
new  system.  Strong  and  stable  as  it  was,  the  economy  of 
Ricardo  had  in  it  the  seeds  of  destruction.  How  they  grew 
the  subsequent  development  of  economics  must  show. 
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V 

THE  PROGRESSIVE  ECONOMY  OF  MILL. 


The  economy  of  Mill  is  a  natural  sequence  of  that  of 
Ricardo.  He  was  charmed  by  the  vividness  of  the  Ricard- 
ian  ideas,  and  yet  owing-  to  the  growing  importance  of  new 
economic  facts  he  was  compelled  to  spoil  the  simple  beauty 
of  the  Ricardian  economy  by  adding  premises  that  could  not 
be  harmonized  with  it.  The  economic  development  of  Mill 
was  a  struggle  between  a  desire  to  be  true  to  Ricardo  and 
the  desire  to  be  true  to  the  economic  world  about  him.  The 
latter  tendency  gradually  gained  the  supremacy,  and  the 
primitive  economy  of  Ricardo  was  changed  into  a  progressive 
economy. 

In  a  primitive  economy  the  physical  causes  of  production 
and  distribution  receive  the  emphasis.  Wealth  and  progress 
are  thought  to  be  dependent  upon  and  conditioned  by  the 
physical  environment.  In  the  fertility  of  the  soil,  the  amount 
of  heat,  the  quantity  of  rain,  and  other  climatic  conditions 
economists  seek  the  causes  of  industrial  prosperity.  Primi- 
tive men  must  adjust  themselves  to  the  physical  world,  and 
gravitate  towards  localities  where  the  sum  of  free  utilities  is 
greatest.  They  are  mere  paupers  living  on  the  bounties 
of  nature. 

In  a  progressive  economy  society  becomes  an  organic  unit 
with  a  social  mechanism  that  breaks  up  the  slavish  depend- 
ence of  man  on  nature.  Man  gradually  becomes  the  master 
of  nature  and  directs  its  forces.  The  growing  mastery  of 
man  over  physical  forces  reduces  the  importance  of  the  purely 
objective  world,  and  brings  into  the  foreground  the  social 
mechanism  through  which  natural  agents  are  utilized  and 
economized.  The  enormous  waste  of  natural  forces  is  dimin- 
ished, and  new  sources  of  latent  force  are  discovered  in  coal, 


22  The   Theory  of 

mineral  oil  and  other  products.  Capital,  machinery  and 
inventions  become  the  causes  of  economic  activity  and  the 
means  of  social  progress. 

During  this  contest  with  nature  the  attention  of  econo- 
mists is  naturally  directed  towards  the  objective  mechanism 
through  which  economic  progress  is  made.  Man  and  his 
wants  are  supposed  to  be  fixed  and  undergo  no  change,  while 
society,  by  means  of  an  improving  mechanism,  can  supply 
these  wants  more  fully.  The  increase  of  capital,  the  economy 
of  labor,  the  utilization  of  natural  forces  and  the  many  im- 
provements in  production  and  transportation  have  their  im- 
portance, measured  by  an  increased  cheapness  of  commodities 
that  supply  old  wants,  and  not  by  their  power  to  supply  new 
wants. 

It  is,  moreover,  easy  to  see  why  Mill's  attention  was  di- 
verted from  changes  in  men  and  in  their  desires.  A  long 
series  of  great  inventions  had  revolutionized  industrial  pro- 
cesses and  compelled  society  to  adjust  itself  to  new  condi- 
tions. The  mechanism  of  society  was  thus  shown  to  have  as 
direct  an  influence  upon  the  social  organism  as  has  the  phys- 
ical environment.  The  laws  of  the  mechanism  of  society  are 
put  on  a  level  with  those  of  physical  environment,  and  these 
two  groups  of  laws,  in  conjunction  with  the  selfishness  and 
passions  of  men,  form  the  premises  of  the  economy  of  Mill. 
A  primitive  man  is  put  into  the  mechanism  of  modern  society. 

There  is  thus  an  inherent  opposition  between  the  two  lead- 
ing factors  of  this  conception  of  society  which  makes  the 
blending  of  them  into  one  economy  a  work  of  the  greatest 
difficulty.  Only  a  master  hand  and  a  logical  mind  could 
have  made  the  economic  phenomena  of  our  present  civiliza- 
tion seem  to  harmonize  with  the  premises  of  Ricardo.  Even 
Mill  would  have  failed  had  he  not  been  aided  by  certain 
popular  errors  that  gave  vitality  to  old  conceptions.  The 
means  which  Mill  uses  to  unite  into  one  system  the  phe- 
nomena of  different  stages  of  social  progress  explain  the  ob- 
stacles which  retarded  the  progress  of  the  science  and  pre- 
vented the  rise  of  a  new  economy  more  in  harmony  with  the 
industrial  conditions  of  the  present  age. 
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The  plan  of  Mill's  book  is  quite  simple.  In  each  chapter 
he  always  begins  with  the  physical  premises.  He  describes 
clearly  and  vividly  in  the  first  section  the  working  of  the 
principle  in  question  in  a  simple  society,  where  primitive 
men  are  conditioned  by  the  direct  action  of  a  primitive 
world.  Put  the  fi>st  sections  of  his  various  chapters  in  a 
body,  and  the  economy  of  Ricardo  is  obtained.  The  physi- 
cal character  of  the  laws  creates  confidence  in  the  reader, 
and  the  vivid  picture  makes  a  deep  impression  on  his  imagi- 
nation. 

In  the  subsequent  sections  Mill  proceeds  first  by  analogies, 
and  then,  by  exceptions,  to  weave  into  the  simple  back- 
ground of  a  primitive  economy,  the  phenomena  of  modern 
civilization.  The  fundamental  conceptions  of  the  science 
are  first  stated  in  a  form  harmonizing  with  the  conditions  of 
primitive  society,  and  then  they  are  gradually  enlarged  to 
meet  the  needs  of  a  progressive  society.  Take  capital  as  an 
example.  It  is  first  looked  -upon  as  food  because  food  is  the 
first  form  of  capital ;  next,  it  becomes  commodities  con- 
sumed in  production  ;  then  it  is  made  to  include  all  the  accu- 
mulated results  of  labor;  and  finally,  it  comprehends  all  funds 
used  for  education  and  in  acquiring  skill,  intelligence,  etc. 

Mill  thus  makes  use  of  almost  all  the  facts  that  are  empha- 
sized by  those  who  would  build  up  a  subjective  economy, 
but  he  brings  them  in  as  exceptions  to  his  general  principles, 
and  in  a  way  that  conceals  the  fact  that  the  exceptions,  if 
coordinated,  would  prove  to  be  the  rule.  While  he  clearly 
presents  the  differences  in  the  objective  world,  and  makes 
them  the  basis  of  his  reasoning,  he  never  does  the  same  for 
those  of  a  subjective  nature.  They  are  scattered  through 
his  book  without  definite  arrangement,  yet  if  they  were  put 
by  themselves  they  would  make  the  greater  part  of  it.  Out- 
side of  the  first  sections  of  his  chapters,  most  of  his  material 
is  of  a  character  well  fitted  for  a  subjective  economy  if  ar- 
ranged properly.  In  fact,  reverse  the  order  of  the  sections  of 
many  of  his  chapters,  and  the  subjective  nature  of  economic 
laws  would  become  evident. 

In  Mill's  discussions  no  economic  theory  depends  upon 
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differences  in  men.  Such  theories  begin  to  appear  with 
Cairnes  and  Walker.  Differences  in  men  are  only  recognized 
in  the  descriptive  parts  of  his  book.  The  deductive  parts 
have  their  basis  in  physical  differences.  All  deductions 
must  proceed  from  differences  of  some  kind.  A  science  can- 
not progress  beyond  the  inductive  stage  so  long  as  only 
agreements  and  harmonies  are  sought  for. 

I  have  said  that  Ricardo's  economy  was  stable  because  the 
subjective  and  objective  features  were  well  balanced.  Mill's 
economy,  however,  was  very  unstable  because  the  subjective 
elements  in  it  were  so  much  more  important  than  the  objec- 
tive. The  old  equilibrium  was  maintained  by  the  advantage 
the  objective  elements  obtained  from  being  united  into  a 
body  by  a  chain  of  deductive  reasoning,  and  from  the  greater 
confidence  of  economists  rather  in  objective  than  in  subjective 
laws.  Such  an  economy  could  retain  its  unity  only  for  a 
short  time.  In  the  end  it  must  fall  apart  merely  from  the 
growth  of  exceptions  to  its  general  laws.  By  giving  up  the 
wage-fund  theory  Mill  himself  may  be  said  to  have  destroyed 
the  equilibrium  he  had  striven  so  long  to  maintain.  So 
many  causes  were  working  to  the  same  end  that  it  will  not 
serve  our  purpose  to  trace  the  decay  of  his  system.  Before 
turning  our  attention,  however,  to  the  constructive  work  of 
later  economists,  it  will  be  necessary  to  give  a  history  of  the 
theory  of  cost  of  production  held  by  the  classical  economists 
since  this  theory  is  the  stronghold  of  their  position. 
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VI. 

THE  DEVELOPMENT  OF  THE  CLASSICAL  THEORY 
OF  COST  OF  PRODUCTION. 


The  first  theory  of  cost  as  the  regulator  of  value  arose 
among  the  physiocrats.  They  viewed  the  subject  from  a 
purely  physical  standpoint,  and  thought  that  the  value  of 
commodities  could  never  exceed  the  cost  of  their  production. 
They  were  right,  of  course,  in  this  conclusion  if  their  prem- 
ises were  correct.  If  the  producing  classes  outside  of  agri- 
culture never  create  a  surplus,  then,  of  course,  the  cost  of 
goods  must  always  equal  their  value.  Under  these  condi- 
tions, in  the  goods  consumed  during  the  act  of  production  we 
have  a  measure  of  the  value  of  the  goods  produced. 

The  value  of  the  product  of  the  work  of  a  horse  is  the 
quantity  of  food  consumed  during  the  working  period.  If 
he  eats  four  pecks  of  oats  a  day,  the  value  of  his  service  can 
be  measured  by  the  value  of  the  oats  consumed.  In  the  case 
of  a  man,  also,  if  the  commodities  he  produces  do  not  exceed 
in  quantity  the  commodities  he  consumes,  the  value  of  what 
he  produces  is  measured  by  what  he  consumes.  As  a  con- 
sequence of  this  reasoning  the  early  economists  measured 
the  cost  of  labor  in  wheat,  the  staple  food  of  the  laboring 
class.  The  laborers  must  have  enough  wheat  to  replace  the 
waste  involved  in  production,  and  they  could  not  get  more 
than  the  amount  needed  to  replace  this  waste,  because  of  a 
lack  of  productive  power,  or  because  of  rapid  increase  of 
their  numbers.  The  value  of  the  products  of  labor  is  thus 
measured  by  the  cost  of  the  wheat  the  laborers  consume. 
The  cost  of  the  commodities  is  equal,  therefore,  to  their 
value  and  seems  the  cause  of  their  value. 

The  basis  of  this  relation  of  cost  to  value  was  destroyed 
by  Adam  Smith.     He  showed  that  there  was  a  surplus  in 
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manufactures  and  commerce,  as  well  as  in  agriculture. 
Values  at  least  may  be  more  than  the  sum  of  costs  if  there 
is  a  surplus  in  all  kinds  of  production.  Yet  he  clung  tena- 
ciously to  the  old  doctrine  and  tried  to  make  the  facts  fit  to 
it.  He  never  doubts  but  that  cost  is  the  cause  of  value. 
He  wavers,  however,  between  two  opposing  views  regarding 
the  nature  of  the  cost  which  is  the  cause  of  value.  In  many 
of  his  chapters  he  uses  the  reasoning  of  his  predecessors 
without  any  modification,  measuring  cost  by  the  wheat  or 
other  food  that  producers  consume.  This  cost  may  be  called 
producer's  cost,  because  it  at  least  tries  to  measure  cost  by 
the  disagreeable  effort  or  pains  of  producers. 

A  second  measure  of  cost  Smith  deduces  from  his  theory  of 
exchange.  Both  of  the  exchanging  persons  are  prompted 
by  the  same  motive — a  desire  for  gain.  If  therefore  one  of 
them  demands  more  for  his  article  than  it  cost  him  in  labor, 
the  other  person  will  not  exchange  his  product  for  it  but 
will  make  it  himself.  If  one  class  of  producers  ask  more 
than  their  product  costs,  then  other  producers  will  make 
this  article,  and  through  the  increase  of  supply,  the  value 
will  fall  to  the  cost  of  production.  If  the  self-interest  of 
buyers  keeps  the  value  of  articles  at  their  cost  of  production, 
a  measure  of  the  cost  of  any  article  can  be  found  in  the 
amount  that  buyers  will  give  for  it. 

Reasoning  like  this  is  used  by  Smith  in  the  greater 
part  of  his  discussions  on  value  and  cost.  He  does  not 
measure  cost  directly  by  seeking  to  determine  the  pain  or 
effort  of  producers,  but  indirectly  through  what  buyers  will 
give  them  for  their  products.  Trace  the  distribution  among 
a  group  of  producers  of  the  commodities,  which  are  received 
in  exchange  for  their  products  and  the  amount  of  labor 
of  each  producer  can  be  determined.  Trace  the  dis- 
tribution of  the  whole  product  of  industry  among  those  who 
produced  it,  and  the  value  of  the  goods  that  each  producer 
gets,  will  equal  their  cost  in  labor,  ^hy  ?  The  total  value 
of  commodities  equals  their  total  cost;  and  if  any  producer 
asks  more  for  his  commodity  than  it  cost  him,  other  pro- 
ducers will  make  it  themselves,  instead  of  getting  it  through 
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exchange.     A  bit  of  deductive  reasoning  is  made  to  take  the 
place  of  an  investigation  of  facts. 

Smith  has  thus  two  conceptions  of  cost  which  may  be 
distinguished  as  producer's  cost  and  consumer's  cost.  He 
regards  the  two  as  the  same,  and  does  not  seem  to  be  aware 
that  consumers  pay  not  only  for  the  cost  of  labor,  but  also 
when  there  is  a  surplus  in  an  industry  they  give  a  reward  to 
labor.  Producers  will  not  leave  one  industry  for  another 
merely  because  the  value  of  the  product  in  the  second  is 
greater  than  the  producer's  cost.  They  will  change  to  another 
industry  only  when  the  reward  of  labor — the  difference 
between  the  cost  and  the  value  of  the  product — is  greater  in 
this  industry  than  in  the  one  from  which  they  came.  This 
difference  between  producer's  cost  and  consumer's  cost  Adam 
Smith  did  not  see  clearly,  and  as  a  result  there  is  a  lack  of 
harmon)'  in  the  different  parts  of  his  system. 

Ricardo  took  up  the  task  of  explaining  the  relation  of  cost 
to  value  at  the  point  where  Smith  left  it.  He  saw  that 
Smith  was  wrong  in  assuming  that  total  cost  equals  total 
value.  The  many  reductions  in  the  cost  of  production  leave 
a  large  margin  between  the  value  of  commodities  and  their 
cost.  Competition  among  producers  does  not  lead  to  lower 
general  values,  but  only  to  an  equalization  of  profits.  Im- 
provements in  production  tend  to  increase  profits  and  not  to 
lower  prices.  With  these  views  of  the  effects  of  competition 
Ricardo  was  in  a  position  to  see  that  consumer's  cost  was 
not  the  same  as  producer's  cost.  The  real  cost  is  the  pro- 
ducer's cost,  while  the  cost  of  goods  to  consumers  is  their 
value.  He  changes,  therefore,  the  relation  of  cost  to  value, 
and  affirms  that  the  value  of  goods  is  in  proportion  to  their 
cost.  The  total  value  of  goods  may  be  double  their  total 
cost,  but  if  so,  the  value  of  each  article  is  double  its  cost  in 
labor. 

In  treating  of  cost,  however,  Ricardo  falls  into  the  same 
error  as  did  Smith,  measuring  cost  by  value.  He  always 
estimates  the  cost  of  goods  by  their  value,  and  not  by  an 
independent  investigation.  If  the  value  of  two  articles  is 
the  same  he  argues  that  the  cost  must  be  the  same,  because 
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of  the  truth  of  certain  deductive  premises,  but  he  never  seeks 
to  verify  his  deduction  by  facts.  It  is  remarkable  that  the 
adherents  of  the  theory  that  cost  regulates  value  should  always 
use  this  theory  inversely  to  show  what  the  cost  of  commodities 
is  from  their  value,  and  never  to  show  what  their  values  are 
from  their  cost. 

The  effect  of  cost,  value,  is  thus  used  to  determine  the  cause. 
In  reality  their  theory  does  not  measure  value  by  cost,  but 
cost  by  value.  The  exchangeable  value  of  goods  is  easily 
ascertained,  while  the  real  cost  of  producers  is  out  of  reach. 
To  find  the  cost  to  each  producer,  economists  were  forced 
to  watch  the  distribution  of  the  commodities  obtained  by 
producers  in  exchange  for  what  they  have  produced.  It  is 
'assumed  by  them  that  the  share  each  producer  gets  is  in 
proportion  to  his  cost  in  labor.  But  who  has  shown  by 
direct  investigation  that  this  is  a  fact  ? 

Ricardo's  services  in  developing  the  theory  of  value  were 
not  limited  to  his  theory  that  values  are  always  in  proportion 
to  labor,  or,  in  other  words,  to  cost.  He  was  the  first  to  see 
the  influence  of  scarcity  on  value,  and  hence  was  compelled 
to  make  many  exceptions  to  his  general  law.  The.  most 
important  of  these  exceptions  relate  to  the  value  of  agricul- 
tural products.  The  value  of  the  products  on  the  better 
land  is  not  in  proportion  to  their  cost  of  production  after 
poorer  land  has  come  into  use.  The  growth  of  rent  is  the  result 
of  a  relative  scarcity  of  wheat  and  other  food  products.  In  his 
treatment  of  the  theory  of  money  Ricardo  also  shows  that  a 
seigniorage  in  the  case  of  coins  or  the  use  of  paper  money  in 
any  form  makes  scarcity  an  element  in  the  value  of  money, 
and  reduces  the  proportion  of  its  cost  to  its  value.  All  kinds  of 
international  trade  form  a  third  class  of  exceptions.  Foreign 
exchanges  do  not  take  place  on  the  basis  of  labor  for  labor. 
The  articles  of  one  nation  may  represent  double  the  quantity 
of  labor  contained  in  those  which  it  receives  from  its  neighbor. 
The  element  of  scarcity  comes  in  to  influence  every  form  of 
international  trade,  and  destroys  the  relation  that  would 
otherwise  exist  between  value  and  cost. 

From  the  standpoint  of  [Ricardo  the  use  of  fixed  capital 
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creates  another  exception  to  the  general  law  of  value.  Com- 
modities made  by  the  use  of  fixed  capital  will  not  exchange 
in  proportion  to  their  cost  in  labor  for  commodities  made  by 
labor  alone.  When  commodities  of  the  first  class  exchange 
for  those  of  the  second,  they  are  the  result  of  less  labor  than 
are  the  articles  of  the  second  class.  They  always  have  a 
scarcity  value,  which  forms  the  profit  of  their  producer. 

It  is  necessary  to  call  attention  to  this  fourth  exception  to 
his  general  law  of  value,  because  many  recent  economists 
have  read  into  Ricardo  the  doctrine  that  the  value  of  freely 
produced  articles  is  equal  to  their  cost.  Ricardo,  however, 
always  says  values  are  in  proportion  to  cost,  and  never  that 
cost  is  equal  to  value.  The  theory  that  interest  is  a  cost, 
and  that  value  is  the  sum  of  the  various  costs,  was  first 
stated  by  Senior  at  a  later  period.  To  Ricardo  the  income 
from  fixed  capital  created  an  exception  to  the  general  law  of 
value  resulting  from  the  relative  scarcity  of  capital.  He 
could  not  admit  that  the  sum  of  costs  equals  the  value  of  the 
product  without  overthrowing  his  theory  of  profits.  Com- 
petition, according  to  his  doctrine,  does  not  lower  prices  ;  it 
equalizes  profits.  The  surplus  created  by  the  division  of  labor 
and  machinery  remains  in  the  hands  of  producers  until  the  ef- 
fects of  the  law  of  diminishing  returns  take  it  away.  Double 
the  efficiency  of  the  labor  of  a  nation,  and  higher  profits  or 
higher  wages  result ;  not  lower  prices.  Those  who  claim 
that  the  sum  of  the  costs  of  commodities  always  equals  their 
value,  in  some  way  admit  the  possibility  of  a  general  low- 
ering of  values,  so  that  the  total  values  of  the  products  of  a 
nation  will  be  less  than  before  if  the  efficiency  of  its  labor  is 
increased.  If  total  cost  is  reduced  by  social  progress,  total 
values  must  also  fall  if  they  are  the  sum  of  all  the  costs. 

It  will  now  be  apparent,  I  think,  that  Ricardo  made 
several  serious  breaches  in  the  theory  of  value  he  received 
from  his  predecessors.  He  cleared  up  the  ambiguity  left  in 
the  doctrine  of  value  by  Smith,  and  changed  the  statement 
of  the  doctrine  so  that  it  was  logical  in  form  and  in  harmony 
with  the  general  economic  principles  which  he  and  Smith 
held  in  common.     Yet  in  doing  this  for  the  doctrine   he 
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was  compelled  to  make  so  many  important  exceptions  to  it, 
that  its  utility  in  explaining  the  relation  of  value  to  cost 
was  much  reduced.  Under  the  four  exceptions  to  which  I 
have  referred  the  greater  part  of  the  phenomena  of  value 
was  included.  In  fact,  when  money,  the  products  of  land, 
of  fixed  capital,  and  of  international  trade  are  excluded  from 
the  operation  of  the  general  law  of  value,  in  a  modern  na- 
tion, there  does  not  remain  much  of  the  general  law  to  fol- 
low. Scarcity  has  become  almost  as  important  and  uni- 
versal an  element  in  values  as  has  the  quantity  of  labor. 

It  was  impossible,  therefore,  for  the  theory  of  value  to 
remain  long  in  the  condition  that  Ricardo  left  it.  Either 
some  step  backward  must  be  taken  by  the  revival  of  the 
ambiguities  and  errors  of  Smith  and  the  physiocrats,  or 
some  new  doctrine  must  appear  which  would  conform  more 
fully  to  the  industrial  facts  of  recent  times.  For  the  for- 
ward step  the  general  condition  of  the  science  was  not  yet 
favorable,  but  backward  steps  are  always  possible. 

After  Ricardo' s  death  the  science  was  taken  up  by  men 
who  were  less  logical  than  he  and  controlled  more  by  their 
feelings.  All  parts  of  the  science  were  affected  by  the 
change,  but  none  more  than  the  theory  of  value.  At 
this  time,  unfortunately,  the  justification  of  interest  be- 
came an  important  question,  diverting  the  attention  or 
economists  from  matters  of  pure  theory.  It  is  to  be  regretted 
that  the  theory  of  value  was  not  definitely  settled  before  the 
significance  of  interest  was  discussed.  The  feeling  that  the 
latter  problem  excites  could  not  but  retard  the  solution  of  the 
theory  of  value,  causing  it  to  assume  a  form  in  which  the 
taking  of  interest  might  be  more  easily  justified  by  popular 
writers  who  have  not  yet  freed  themselves  from  the  old  errors 
of  the  science. 

It  was  Senior  who  had  the  ingenuity  to  undo  the  work  of 
Ricardo,  making  plausible  the  theory  that  the  value  of  all 
freely  produced  commodities  equals  the  cost  of  their  pro- 
duction. By  cost  of  production,  however,  he  means  the  sum 
of  labor  and  abstinence  necessary  to  production.  For  the 
first  time  we  find  abstinence  put  with  labor  among  the  dis- 
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agreeable  acts  of  production,  and  hence  demanding  a  com- 
pensation. This  theory  forms  the  basis  for  the  subsequent 
writers  of  the  English  school  of  economists,  although  they 
are  not  always  consistent  in  their  use  of  it.  They  usually 
weave  into  it  remnants  of  older  theories,  as  if  half  conscious 
that  their  theory  of  the  relation  of  cost  to  value  was  defec- 
tive. 

Cairnes,  however,  is  in  some  respects  an  exception  to  this 
statement.  His  analysis  of  the  cost  of  production  as  op- 
posed to  the  reward  of  production  is  admirable.  He  shows 
that  cost  and  remuneration  are  the  economic  antitheses  of 
each  other.  He  thus  clears  the  ground  for  a  new  conception 
of  the  connection  between  cost  and  value.  But  unfortunately 
the  presence  of  side  issues  prevents  him  from  seeing  his 
way  out  of  the  old  confusion  of  ideas.  He  also  helped  to 
undermine  the  old  doctrine  of  value  by  creating  another  im- 
portant exception  to  it.  Previous  writers  considered  the 
laborers  as  one  class  among  whom  there  was  a  perfect  com- 
petition. He  showed  the  presence  of  non-competing  groups 
among  the  laborers,  the  products  of  which  did  not  exchange 
with  one  another  according  to  their  cost  of  production.  In 
an  exchange  of  the  products  of  skilled  labor  for  those  of  the 
unskilled,  the  first  class  of  products  will  have  a  higher  value 
in  proportion  to  their  cost  of  production  than  those  of  the 
second  class.  The  presence  of  skilled  labor  affects  values  as 
does  foreign  trade  or  the  use  of  fixed  capital. 

The  work  of  Cairnes  opened  the  way  to  a  new  class  of 
exceptions  to  the  law  of  value.  While  previous  writers  had 
often  called  attention  to  the  differences  in  men  and  to  the 
lack  of  free  competition  between  them,  he  is  the  first  to  use 
these  differences  as  the  basis  of  deductive  reasoning.  The 
axioms  that  all  men  have  the  same  natural  abilities,  and 
that  differences  in  men  are  not  born  with  them  but  are  the 
result  of  political  and  social  institutions,  were  too  deeply 
rooted  in  the  minds  of  the  early  English  economists  to  allow 
them  to  emphasize  the  subjective  differences  in  men.  So  im- 
pressed were  they  by  the  influences  of  physical  differences, 
that  those  of   a  subjective  nature   remained  in   the  back- 
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ground,  or,  at  best,  came  into  notice  as  mere  empirical  gener- 
alizations. 

As  soon,  however,  as  Cairnes  pointed  out  the  presence  of 
non-competing  groups  among  the  laboring  classes,  it  became 
evident  that  there  was  a  graded  scale  of  intelligence  from 
the  lowest  to  the  highest  members  of  society.  These  differ- 
ences in  natural  and  acquired  abilities  cause  each  nation  to 
be  divided  into  many  separate  classes  with  distinct  economic 
functions,  between  whom  competition  is  imperfect.  When 
these  differences  in  men  are  recognized,  it  is  an  easy  step 
to  conclude  that  the  normal  value  of  a  freely  produced 
commodity  does  not  depend  on  the  average  cost  of  the  whole 
supply,  but  on  the  cost  of  that  part  of  it  which  is  produced 
at  the  greatest  disadvantage.  If  each  producer  has  his  own 
cost  of  production,  because  of  subjective  differences  which 
cannot  be  eradicated,  competition  cannot  bring  about  that 
perfect  equality  in  the  cost  of  production  for  different  pro- 
ducers that  the  early  economists  supposed.  The  law  of 
value  in  all  production  becomes  similar  to  the  law  deter- 
mining the  value  of  food  products,  regarding  which  it  has 
long  been  recognized  that  the  cost  of  that  part  produced  at 
the  greatest  disadvantage  fixes  the  price  of  all  the  supply  of 
food. 

This  change  in  the  conception  of  the  cost  of  production 
was  greatly  aided  by  the  gradual  separation  of  the  capitalists 
and  the  undertakers  into  distinct  classes,  and  the  increasing 
control  that  undertakers  obtain  in  all  great  industrial  enter- 
prises. When  each  large  factory  has  its  own  organization, 
in  which  the  intelligence  of  its  undertaker  has  a  dominant 
place,  differences  in  the  cost  of  production  at  the  various 
factories  producing  the  same  article  are  too  apparent  to  be 
overlooked. 

F.  A.  Walker  was  the  first  economist  to  see  clearly  the 
importance  of  these  facts,  and  to  recast  the  theory  of  po- 
litical economy,  so  that  it  would  conform  to  present  indus- 
trial conditions.  He  makes  four  factors  in  production  and 
distribution  by  putting  the  capitalists  and  undertakers  into 
separate   classes    with    distinct   industrial   functions.     The 
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share  in  distribution  secured  by  the  capitalists  is  interest, 
and  its  amount  depends  upon  the  law  of  interest.  The  share 
of  the  undertakers  is  profit,  and  its  amount  depends  upon 
differences  in  the  cost  of  production  of  different  producers, 
just  as  the  amount  of  rent  depends  upon  differences  in  land. 
There  are  no- profit  producers  who  fix  the  price  of  commodi- 
ties as  well  as  no-rent  lands  which  fix  the  price  of  food. 
Neither  rent  nor  profits  enter  into  the  cost  of  production. 
The  price  of  all  articles  is  determined  solely  by  the  wages 
and  interest  paid  by  those  who  produce  under  the  most  dis- 
advantageous circumstances.  The  effect  of  this  law  of 
profits  is  to  make  the  value  of  all  commodities  except  those 
produced  at  the  greatest  cost  exceptions  to  the  Ricardian 
law  of  the  relation  of  cost  to  value.  In  fact,  the  law  is  com- 
pletely broken  down,  since  every  class  of  articles  is  excluded 
from  its  operation. 

To  show  this  fact  more  clearly  it  may  be  well  to  restate 
these  exceptions  to  the  law  that  articles  which  have  the 
same  cost  of  production  must  have  the  same  value. 

1  st.   Products  of  foreign  countries. 

2d.   Money. 

3d.  Agricultural  products. 

4th.   Products  made  with  the  aid  of  fixed  capital. 

5th.  Products  having  a  joint  cost  of  production.  [See  Mill, 
Book  III.,  Chapter  16.] 

6th.  Products  of  skilled  labor. 

7th.  Products  produced  on  a  large  scale  requiring  a  sepa- 
rate class  of  undertakers. 

To  see  the  influence  of  this  list  of  exceptions  upon  the  de- 
velopment of  the  theory  of  value,  it  is  necessary  to  draw  a 
sharp  distinction  between  the  theory  of  Ricardo  and 
that  newer  theory  which  is  best  stated  by  Walker.  They 
are  two  distinct  theories,  although  often  confused  with  one 
another,  owing  to  the  use  of  the  same  words  to  express 
different  ideas.  Ricardo  supposes  a  society  of  laborers  with 
the  same  efficiency  and  capitalists  with  the  same  intelligence 
working  with  the  same  quantities  of  capital  under  the  same 
industrial  conditions.     Walker  has  in  mind  a  society  where 
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laborers  differ  in  efficiency  and  the  undertakers  differ  in  in- 
telligence, while  the  quantity  of  capital  and  the  general  con- 
ditions under  which  they  produce  also  differs.  He  also  re- 
gards abstinence  as  a  cost,  while  Ricardo  does  not.  The 
conclusion  of  Ricardo  is  that  the  value  of  commodities  is  in 
proportion  to  the  labor  expended  in  their  production,  while 
Walker  asserts  that  the  value  of  any  commodity  is  equal  to 
the  sum  of  the  efforts  and  abstinences  needed  to  produce  it 
under  the  least  favorable  conditions.  Ricardo  thinks  the  cost 
of  production  is  the  average  cost  of  the  whole  supply;  Walker 
makes  it  the  cost  of  the  most  expensive  part  of  the  supply. 

The  difference  in  these  theories  can  best  be  illustrated  in 
the  terminology  of  Mill.  He  divides  all  commodities  into 
three  classes,  those  absolutely  limited  in  supply,  those  which 
may  be  had  in  unlimited  quantity  at  a  given  cost  of  produc- 
tion, and  those  which  may  be  had  in  unlimited  quantities, 
but  at  an  increasing  cost  of  production.  The  law  of  the 
second  class  is  that  value  is  in  proportion  to  the  quantity  of 
labor;  the  law  of  the  third  class  is  that  value  equals  the  cost 
of  production  under  the  most  unfavorable  circumstances. 
Ricardo  declares  the  second  law  to  be  the  general  law  of 
values,  and  makes  the  others  special  laws.  Walker  reduces 
the  number  of  laws  to  two,  by  dropping  out  the  second  and 
making  the  third  law  of  Mill  the  general  law  of  value. 

These  two  theories  of  value  are  based  on  different  indus- 
trial conditions,  and  from  them  different  conclusions  are 
drawn.  They  cannot  be  reconciled,  nor  can  any  consistent 
thinker  consciously  hold  both  of  them.  The  growing  im- 
portance of  differences  in  men,  and  in  the  conditions  under 
which  production  is  carried  on,  has  forced  economists  to 
abandon  the  position  of  Ricardo  and  to  accept  the  newer 
theory  of  value  developed  by  Senior  and  Walker. 

Yet  this  theory  of  value,  to  which  the  adherents  of  the 
classical  school  have  been  forced,  loses  sight  of  the  central 
fact  from  which  the  originators  of  the  doctrine  started  out. 
There  are  no  means  of  measuring  marginal  costs  by  an 
independent  investigation.  They  can  be  determined  only 
by  the  value  of  the  goods  produced.     While  Walker  adheres 
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to  the  theory  that  the  cost  of  commodities  determines  their 
value,  he  has  no  method  of  measuring  costs  except  through 
the  value  of  the  goods  produced. 

The  early  economists  desired  a  definite,  fixed  measure 
of  the  value  of  commodities,  and  thought  they  had  found  it 
in  their  cost.  So  long  as  cost  could  be  measured  objectively 
by  the  quantity  of  goods  consumed  by  producers  during  the 
act  of  production,  the  value  of  commodities  had  a  definite 
measure.  Adam  Smith,  however,  was  the  last  economist 
who  sought  to  find  in  the  wheat  or  other  food  consumed  in 
production  a  measure  of  the  value  of  goods  produced.  This 
physical  conception  of  the  relation  of  cost  and  value,  how- 
ever, lies  at  the  basis  of  all  subsequent  endeavors  to  make 
cost  the  cause  of  value.  The  facts  upon  which  Smith  based 
his  doctrine  were  soon  disproved.  But  a  clear,  vivid  idea, 
once  impressed  upon  the  mind,  will  not  die  by  taking  away 
the  ground  out  of  which  it  sprang.  The  connection  between 
cost  and  value  having  been  seen,  and  a  theory  formed,  sub- 
sequent writers  kept  trying  to  prove  the  theory  by  new  facts 
as  often  as  the  old  arguments  lost  their  validity  as  a  result 
of  the  appearance  of  new  economic  phenomena  in  a  more 
advanced  industrial  society.  Theories  have  too  much  vitality 
to  be  stoned  to  death  by  facts,  and  in  this  case,  as  in  many 
others,  the  rise  of  a  new  theory  is  the  only  way  to  displace 
the  old. 
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VII. 
THE  DYNAMIC  ECONOMY. 


The  several  economies  which  have  been  described  are  but 
phases  of  one  economy.  They  all  presuppose  the  same 
characteristics  of  man  and  nature,  and  emphasize  the  de- 
pendence of  the  former  on  the  latter.  The  ideas  upon 
which  they  are  based  are  not  inductions  from  the  particular 
environment  of  each  economist,  but  are  the  inherited  ideas 
of  the  race.  The  primitive  conditions  under  which  men  lived 
have  made  so  deep  an  impression  on  their  minds  that  the  old 
ideas  cannot  be  eradicated,  except  by  a  process  of  evolution. 
Particular  writers  rejected  this  or  that  primitive  idea  and 
put  in  its  place  one  founded  on  modern  experience;  yet  the 
method  of  thinking  in  which  they  were  reared  was  so  strong, 
that  they  soon  gave  up  the  struggle,  and  made  their  discover- 
ies mere  exceptions  to  the  accepted  system  of  thought. 

The  economy  of  the  physiocrats  is  not  that  of  the  French 
people  in  their  time,  nor  is  the  economy  of  Adam  Smith 
and  Ricardo  that  of  the  English  people.  They  are  both 
primarily  economies  of  the  ancient  world.  At  the  time  of 
these  writers  modern  history  can  scarcely  be  said  to  exist, 
and  had  little  influence.  Every  one  read  ancient  histories, 
and  the  industrial  condition  of  the  ancient  world  was  better 
understood  than  those  of  the  modern.  The  economists, 
therefore,  are  not  to  be  blamed  for  taking  the  current  ideas 
and  building  their  systems  upon  them. 

That  nature  is  the  source  of  the  surplus  of  society  is  no 
discovery  of  the  physiocrats,  nor  did  Adam  Smith  originate 
the  doctrine  that  labor  is  the  cause  of  value.  So  also 
the  doctrines  that  men  are  born  equal,  that  poverty  is  the 
result  of  governmental  oppression,  and  that  population  in- 
creases more  rapidly  than  subsistence  are  as  old  as  society. 
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They  simply  reflect  the  reasoning  of  primitive  men,  domi- 
nated by  nature,  and  robbed  by  their  rulers.  The  law  of 
diminishing  returns  is  but  a  particular  form  of  the  inherited 
concept  of  the  niggardliness  of  nature.  Ricardo  did  not 
try  to  prove  it.  He  found  it  already  accepted  by  the  public, 
just  as  he  found  his  iron  law  of  wages,  or  as  Smith  found 
the  doctrine  that  all  men  have  inherited  the  same  mental 
faculties.  Mill  was  the  first  to  try  to  prove  the  law  of 
diminishing  returns,  and  then  only  in  consequence  of  the 
attack  of  Carey. 

The  general  features  of  this  economy  are  static.  The 
environment  has  so  strong  an  influence  over  men  that  their 
subjective  qualities  can  be  neglected.  Nature,  is^so  niggard 
and  its  surplus  so  small  that  no  radical  change  in  social  rela- 
tions is  possible.  I  do  not  need  to  expand  the  system  of 
thought  resulting  from  this  objective  basis,  as  it  has  already 
been  done  in  its  proper  place.  It  is,  however,  but  just  to 
state  that  no  economist  was  an  advocate  of  static  conditions. 
In  some  particular,  he  breaks  away  from  inherited  ideas,  and 
thus  creates  an  exception  upon  which  he  bases  his  hope  of 
progress.  A  purely  static  economy  is  only  an  ideal,  but  one 
of  great  use  when  different  economies  must  be  contrasted. 

When  a  reaction  set  in  against  the  ideas  of  the  school  of 
Adam  Smith,  a  new  standpoint  from  which  to  view  social 
affairs  was  introduced  by  the  German  economists.  They 
saw  that  society,  and  not  the  individual,  was  the  center  of 
economic  activity  ;  and  that  productive  power  depends  more 
largely  upon  the  organization  of  society  than  upon  the 
material  environment.  They  begin  with  an  investigation  of 
man  and  society,  and  not  with  nature.  The  primary  prem- 
ises of  the  science  thus  became  subjective  since  the  indus- 
trial activities  and  the  consumption  of  men  are  directed  by 
their  wants,  and  not  by  the  obstacles  that  nature  interposes 
between  each  want  and  its  gratification. 

Out  of  these  subjective  premises  mainly  through  the  ef- 
forts of.  the  Austrian  economists  a  deductive  economy  has 
been  formed.  These  economists  have  shown  the  importance 
of  the  theory  of  marginal  utility  and  created  a  theory  of 
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value  based  upon  it.  Yet  a  mere  subjective  economy  cannot 
displace  the  static  economy  of  the  classical  writers  because 
many  of  its  premises  are  objective  and  relate  to  the  environ- 
ment. The  theory  of  cost  must  be  put  on  a  modern  basis 
as  well  as  the  theory  of  value. 

Nature  will  always  seem  niggard  until  it  is  shown  that  the 
economic  environment  changes  with  the  changes  in  men. 
Each  new  class  of  men  looks  upon  the  world  in  a  different 
way,  and  the  environment  they  find  depends  upon  their 
mental  characteristics.  The  objective  laws  of  a  given 
society  are  not  simply  the  laws  of  nature;  they  are  laws 
derived  from  the  particular  combination  of  natural  forces  of 
which  the  society  makes  use. 

Each  modification  of  the  environment,  moreover,  reacts 
upon  men  through  their  consumption.  Every  reduction  of 
cost  creates  another  order  in  which  men  consume  commodi- 
ties.* A  new  standard  of  life  is  formed  through  which  the 
feelings  and  mental  characteristics  of  men  are  changed. 

In  this  way  a  complement  of  forces  is  brought  into 
activity  through  which  social  progress  becomes  continuous. 
Changes  in  the  race  psychology — for  there  is  no  better  term 
for  subjective  qualities,  desires  and  feelings  created  in  men 
by  society — give  to  men  a  new  economic  environment. 
This  new  environment  modifies  the  standard  of  life  through 
changes  in  consumption,  and  then  the  new  standard  acts 
upon  the  race  psychology  and  creates  new  motives  in  produc- 
tion. This  complete  economy  I  would  call  a  dynamic 
economy,  because  it  keeps  up  a  series  of  progressive  move- 
ments in  society  through  the  reactions  between  the  sub- 
jective and  objective  worlds.  Progress  ceases  to  be  a  series 
of  waves  that  spend  their  force  in  vain  upon  the  unyielding 
barriers  of  nature,  and  becomes  a  steady,  onward  movement 
that  cannot  find  an  equilibrium. 


*  See  Consumption  of  Wealth,  Sec.  2. 
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VIII. 

THE     INFLUENCE    OF    THE    CONSUMPTION      OF 
WEALTH  ON  THE  VALUE  OF  COMMODITIES. 


Mill  has  claimed  that  the  laws  of  consumption  are  not  a 
part  of  political  economy  because  they  are  simply  the  laws 
of  human  enjoyment.  Jevons,  in  reply,  says  that  it  is  obvi- 
ous that  the  science  of  economics  rests  upon  the  laws  of 
human  enjoyment,  and  hence,  if  no  other  science  has  devel- 
oped these  laws,  they  must  be  investigated  by  economists. 
Both  assume  that  the  laws  of  consumption  depend  upon 
purely  subjective  facts,  and  can  be  determined  by  introspec- 
tion or  by  some  simple  induction  from  general  experience. 
With  such  views  it  is  not  remarkable  that  Mill  excluded 
consumption  from  economic  discussion,  or  that  Jevons  based 
his  theory  of  economics  on  a  ver}'  crude  theory  of  con- 
sumption. 

As  the  Austrian  economists  have  so  clearly  shown,  the 
laws  of  value  rest  on  purely  subjective  facts,  while  the  laws 
of  consumption  have  their  basis  partly  in  subjective  facts 
and  partly  in  objective  relations.  In  investigating  the  theory 
of  value,  the  utilities  of  the  various  commodities  are  accepted 
as  fixed  quantities;'  but  a  study  of  the  laws  of  consumption  is 
an  investigation  of  the  causes  of  the  utilities  of  these  com- 
modities, and  the  conditions  under  which  they  change. 
In  a  society  at  a  given  time  assume  that  the  commodities 
A,  B,  C,  D,  E  are  valued  in  the  order  they  stand,  the  theory 
of  consumption  must  explain  why  they  stand,  at  another 
time,  in  the  order  B,  A,  E,  C,  D.  Or,  if  the  commodity  A 
was  valued  at  10  units  at  one  period,  why  is  it  now  valued 
at  7  units  ? 

If  these  are  the  problems  for  a  theory  of  consumption  to 
solve  it  is  plain  that  simple  inductions  and  popular  ideas  are 
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deceptive.  The  commonly  accepted  theory  assumes  that 
there  are  a  few  necessities — food,  clothing  and  shelter,  which 
have  a  high  utility,  that  the  comforts  of  life  have  a  lower 
utility,  and  that  luxuries  have  a  still  less  utility.  This 
doctrine  leads  those  who  accept  it  into  error,  because  of  two 
meanings  of  the  word  "utility."  Absolute  utility  is  the 
satisfaction  of  mere  living.  Positive  utilities  refer  not  to  life 
but  to  the  content  of  life;  they  are  the  sum  of  satisfaction  that 
can  be  added  to  bare  living.  Negative  utilities  are  the  pains 
that  detract  from  the  pleasure  of  living.  A  man  may  have 
the  absolute  utility  of  life,  yet  he  may  suffer  all  kinds  of 
pain  and  be  on  the  point  of  suicide.  Every  life  contains  the 
absolute  utility  of  living  plus  certain  positive  utilities  or 
pleasures  minus  certain  negative  utilities  or  pains. 

The  theory  of  consumption  is  not  concerned  with  abso- 
lute utilities.  They  cannot  be  increased,  diminished  or 
compared.  Air  has  an  absolute  utility,  yet  it  gives  little 
or  no  positive  utility.  Food  has  an  absolute  utility,  and 
usually  a  positive  utility  as  well.  While  food  adds  to  the 
pleasure  of  living,  air  merely  sustains  life.  Every  group 
of  goods  from  which  choice  can  be  made  must  contain  all 
the  necessaries  of  life.  We  compare  groups  of  this  charac- 
ter, choosing  that  group  from  which  we  can  get  the  greatest 
sum  of  pleasure. 

It  is  not  true,  therefore,  that  the  groups  containing  the 
absolute  utilities  or  necessaries  of  life  are  those  that  give  the 
largest  sum  of  pleasure.  They  may  be  composed  of  articles 
which  give  little  pleasure,  yet  they  must  be  chosen  to 
preserve  life.  A  commodity  necessary  to  life  is  an  absolute 
utility  so  long  as  there  is  no  substitute  for  it.  But  when 
the  increase  of  productive  power  allows  a  choice  between  it 
and  some  other  commodity  supplying  the  same  want,  both 
have  their  utility  measured  by  the  pleasure  they  afford. 
Their  values  then  sink  to  the  positive  utility  of  their  final 
increments.  When  used  without  a  qualifying  word,  I  shall 
use  the  word  "  utility  "  in  the  sense  of  positive  utility. 

From  this  general  description  of  the  scope  and  content  of 
the  theory  of  consumption,  it  is  evident  that  the  task  before 
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us  is  difficult  and  intricate.  It  is,  moreover,  highly  deduc- 
tive from  the  start,  and  requires  a  careful  analysis*  of  the 
causes  which  influence  our  subjective  feelings  and  the  objec- 
tive environment.  In  this  connection  I  shall  not  try  to  de- 
velop a  complete  theory,  but  shall  content  myself  with  giv- 
ing in  outline,  several  of  the  prominent  laws  of  that  theory. 

First.  The  Law  of  Necessity .  To  the  content  of  this  law  I 
have  already  referred.  Life  is  precious,  and  we  are  willing  to 
sacrifice  other  ends  to  preserve  it.  Every  group  of  goods 
forming  what  is  consumed  of  a  person  must  contain  all  the 
elements  needed  to  sustain  life  and  to  secure  present  bodily 
necessities.  There  must  be  enough  food  to  satisfy  hunger 
with  enough  clothing  and  shelter  to  afford  protection  from 
the  variations  of  climate.  No  matter  how  great  a  sum  of 
satisfaction  is  sacrificed,  these  absolute  utilities  must  be  se- 
cured. The  misery  and  poverty  which  that  most  persons 
endure  in  primitive  societies  is  the  result  of  this  law  of 
necessity,  since  it  compels  them  to  make  up  their  consump- 
tion from  a  group  of  articles  from  which  they  get  little  sat- 
isfaction. 

Second.  The  Law  of  Variety.  As  soon  as  the  necessaries 
of  life  are  secure,  a  new  law  of  consumption  asserts  itself. 
An  increasing  consumption  of  any  one  commodity  reduces 
the  utility  of  each  increment  until  a  point  of  satiety  is  reached. 
To  avoid  the  reduction  of  the  marginal  utility  of  a  commodity, 
other  commodities  satisfying  the  same  want  are  substituted  in 
its  place.  The  change  from  one  commodity  to  another  also 
revives  and  increases  the  satisfaction  of  consumption,  and  in 
this  way  an  increase  in  the  number  of  commodities  con- 
sumed is  accompanied  with  an  increase  in  the  marginal 
utility  of  each  commodity. 

Third.  The  Law  of  Harmony.  The  utility  of  a  commod- 
ity depends  on  the  group  of  commodities  with  which  it  is 
consumed.  The  consumption  of  some  articles  is  harmoni- 
ous, and  hence  the  sum  of  their  utilities  when  they  are  con- 
sumed together  is  greater  than  the  sum  would  be  if  they 
were  consumed  apart.  The  utility  of  butter  and  bread  is 
much  greater  than  the  sum  or  the  utilities  which  would  result 
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from  their  separate  use.  Salt,  by  itself,  is  disagreeable;  yet, 
as  an  ingredient  with  many  kinds  of  food,  it  adds  greatly  to 
their  enjoyment.  On  the  other  hand,  many  commodities  are 
unharmonious.  They  cannot  be  consumed  together  without 
losing  a  part,  at  least,  of  the  sum  of  utilities  which  their  sepa- 
rate consumption  would  give.  In  this  way  commodities  are 
joined  together  in  natural  groups,  and  each  person  tries  to 
'get  a  harmonious  combination,  eliminating  from  his  con- 
sumption as  many  of  the  discordant  elements  as  possible. 
From  this  law  it  follows  that  the  total  utility  of  a  group  of 
commodities  will  be  greater  than  the  sum  of  the  separate 
utilities,  if  the  combination  is  harmonious,  and  less,  if  it  is 
discordant. 

Fourth.  The  Law  of  Cost.  If  men  lived  in  a  world  where 
they  could  supply  their  wants  without  work,  the  order  of 
their  consumption  would  be  vastly  different  from  the  present 
order.  All  articles  whose  cost  exceeds  their  utility,  are»now 
cut  out  of  the  comsumption  of  each  individual.  Because 
of  their  cost  a  large  part  of  the  commodities  produced  never, 
or  at  least,  but  rarely  comes  into  the  consumption  of  the 
average  man.  Articles  that  are  consumed  are  not  estimated 
according  to  their  total  utility,  but  only  by  the  surplus  of 
utility  above  cost. 

Fifth.  The  Law  of  Grouping.  Under  the  conditions  in 
which  primitive  races  live,  but  few  articles  give  intense 
pleasure  in  consumption.  The  consumer  strives,  therefore, 
to  get  into  his  diet  as  much  as  possible  of  these  pleasure- 
giving  commodities.  He  will  limit  his  use  of  other  articles 
to  the  amount  needed  to  supply  the  absolute  utilities  not 
secured  by  the  first  class  of  commodities.  Suppose  wheat  to 
be  the  pleasure-giving  article,  and  the  other  articles  to  be 
cabbage,  turnips  and  beets,  articles  that  support  life,  but 
give  little  or  no  pleasure;  he  will  eat  as  much  bread  as  he 
can  get,  and  then  satiate  himself  with  cabbage  and  other 
vegetables.  To  our  early  ancestors,  liquor  was  of  immense 
importance,  because  it  was  the  pleasure-giving  part  of  the 
food,  and  the  other  articles  of  the  diet  were  selected  because 
they  harmonized  with  it.     Tobacco  also  has  a  like  influence 
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on  its  devotees.  They  modify  their  diet  so  as  to  make  it 
harmonize  with  the  pleasures  derived  from  tobacco.  As 
these  leading  pleasures  are  usually  discordant,  each  person 
must  select  a  few  of  them  which  harmonize  in  the  main, 
grouping  about  them  other  articles  with  much  absolute,  but 
with  little  positive  utility. 

Sixth.  The  Law  of  Negative  Utility .  Certain  absolute  util- 
ities are  at  the  same  time  negative  utilities.  The  medicine 
we  take  is  usually  unpleasant.  It  is  an  absolute  utility,  and 
at  the  same  time  it  is  a  negative  utility  because  it  reduces 
the  sum  of  positive  happiness.  Many  articles  which  give 
pleasure  for  the  moment,  or  at  least  no  pain,  later  are  the 
source  of  suffering.  A  man  eats  pie  and  suffers  from  indi- 
gestion; he  dances  and  takes  cold;  he  smokes  and  becomes 
sleepless.  Negative  utilities  are  thus  the  painful  results 
which  follow  from  careless  actions  or  from  actions  prompted 
by  present  necessities.  Usually  these  negative  utilities  are 
the  effects  of  past  acts,  but  their  presence  causes  the  con- 
sumer to  deviate  widely  from  his  natural  choice  in  consump- 
tion. The  bad  effect  of  some  past  consumption  causes  him 
to  choose  first  some  article  which  will  soothe  present  suffer- 
ing. If  the  diet  of  a  person  is  of  such  a  nature  that  de- 
pressed feeling  or  pain  follows  eating,  he  craves  for  liquor, 
tobacco  or  other  stimulants.  They  give  a  present  relief 
from  suffering  only  to  become  in  turn  the  cause  of  future 
pain.  Negative  utilities  thus  disarrange  the  consumption 
of  most  persons,  greatly  reducing  the  sum  of  positive  util- 
ities. 

The  combined  influence  of  these  laws  of  consumption 
causes  the  line  of  progress  along  which  a  society  moves  away 
from  primitive  conditions,  to  be  different  from  what  it  would 
be  under  more  natural  conditions,  where  articles  can  be 
chosen  according  to  the  pleasure  they  afford.  It  is  usually 
assumed  that  the  primitive  man  is  the  natural  man,  yet  if  we 
view  his  environment  more  closely,  it  will  be  seen  that  his 
actions  are  most  unnatural.  He  cannot  gratify  the  intense 
pleasures  of  his  economic  environment,  because  the  produc- 
tion of  absolute  utilities  demands  his  attention.     The  great 
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cost  of  many  articles  reduces  the  variety  of  his  consumption 
and  compels  him  to  insert  articles  with  a  negative  utility. 
The  few  articles  which  he  must  consume  do  not  harmonize 
with  one  another,  and  thus  the  sum  of  happiness  derived 
from  them  is  greatly  reduced. 

A  primitive  society  is  thus  organized  under  conditions 
where  the  sum  of  positive  utilities  is  little  in  excess  of  zero. 
Its  progress  is,  therefore,  not  from  intense  to  less  intense 
pleasures,  but  in  the  opposite  direction.  Kvery  increase  of 
productive  power  is  used  to  increase  not  the  quantity  of  the 
articles  already  consumed,  but  their  variety.  Articles  which 
have  a  negative  utility  are  omitted,  and  those  that  are  not 
in  harmony  with  the  consumption  as  a  whole  are  ejected 
and  in  their  place  other  articles  are  put,  which  add  to, 
instead  of  detracting  from,  the  sum  of  happiness.  The  pro-, 
gress  of  society  consists,  not  in  increasing  the  consumption 
of  the  articles  in  use,  but  in  substituting  new  articles  with  a 
large  sum  of  pleasure  for  articles  out  of  harmonj^  with  the 
remaining  commodities  consumed.  The  progress  is  dynamic, 
and  not  static,  because  the  articles  consumed  change  in  char- 
acter and  quality,  instead  of  merely  increasing  in  quantity. 
The  primary  law  of  social  progress  therefore  is  that  society 
progresses  from  a  simple,  costly*  and  inharmonious  co?isumption 
to  a  varied,  cheap  and  harmonious  consumption. 

Many  deductions  can  be  made  from  these  premises,  but 
those  relating  to  the  theory  of  value  at  present  must  occupy 
our  attention.  The  theory  that  value  depends  upon  marginal 
utility  has  been  based  upon  two  assumptions  :  that  we  satisfy 
our  most  intense  desires  first,  and  that  additional  increments 
of  any  commodity  give  the  consumer  less  pleasure  than  the 
first  increments.  These  premises,  however,  are  strictly  true 
only  when  consumption  is  static.  Change  the  environment 
of  a  society,  or  increase  the  productive  power  of  its  members, 
and  it  may  be  possible  for  them  to  bring  into  their  consump- 
tion articles  which  will  satisfy  desires  more  intense  than 
those  that  were  satisfied  in  the  first  social  state. 

*In  the  quantities  of  labor  required  to  produce  them. 
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It  has  been  assumed  too  often  that  we  always  gratify  our 
most  intense  desires  first,  and  that  the  increase  of  productive 
power  gives  us  more  commodities  of  like  kind  and  charac- 
ter or  other  commodities  which  give  less  pleasure  in  con- 
sumption. From  these  premises  it  would  follow  that  addi- 
tional quantities  of  articles  for  consumption  are  sources  of 
less  pleasure  than  the  first  increments,  and  hence  that  the 
final  degree  of  utility  of  each  commodity  is  gradually  re- 
duced with  every  increase  of  the  quantity  of  goods  due  to 
the  increase  of  productive  power.  This  conclusion  is  ren- 
dered invalid  by  a  confusion  of  absolute  with  positive  utili- 
ties. If  a  choice  must  be  made  between  absolute  and  posi- 
tive utilities,  the  former  will  be  chosen;  and  individuals, 
when  isolated  from  society,  must  often  make  such  a  choice. 
But  it  is  a  mistake  to  take  the  actions  of  isolated  persons 
as  a  standard  by  which  to  judge  the  actions  of  individuals 
under  normal  social  conditions. 

In  primitive  societies,  from  a  lack  of  productive  power, 
men  are  compelled  to  choose  absolute  utilities,  the  greater 
part  of  which  give  but  little  pleasure.  And  of  the  few  arti- 
cles which  do  give  pleasure,  so  many  increments  are  already 
consumed  that  little  or  no  additional  pleasure  can  be  derived 
from  an  increase  in  their  quantity.  The  result  is  that  in 
primitive  societies  the  positive  utility  of  the  marginal  incre- 
ments of  the  commodities  consumed  is  low — almost  zero.  In 
saying  this  I  refer  to  normal  conditions.  A  society,  because 
of  famine,  war  or  other  disasters,  may  be  temporarily 
placed  under  conditions  which  raise  the  marginal  values  of 
commodities;  but  the  return  of  peace  and  plenty  wrill  cause 
a  return  to  the  former  low  level. 

Every  increase  in  the  variety  of  consumption  due  to  social 
progress  causes  society  to  transfer  its  labor  from  absolute 
utilities,  which  give  little  pleasure,  to  new  utilities  which 
will  sustain  life  and  give  more  pleasure  in  consumption. 
At  the  same  time  articles  not  in  harmony  wTith  the  con- 
sumption as  a  whole,  are  ejected  and  negative  utilities  are 
displaced  by  those  whose  pleasures  are  positive.  The  increase 
of  productive  power  due  to  a  better  utilization  and  economy 
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of  natural  forces  acts  in  harmony  with  these  changes  in  con- 
sumption. Productive  powers  are  directed  by  the  motives 
which  control  consumption  and  the  spare  time  arising  from 
each  increase  of  productive  power  is  used  to  produce  new 
articles  with  a  higher  marginal  utility,  instead  of  addi- 
tional quantities  of  articles  now  in  use,  the  marginal  utility 
of  which  is  not  much  above  zero. 

It  often  happens  that  these  new  articles  are  in  name  the 
same  as  the  articles  already  in  use,  but  if  they  satisfy  new 
wants  in  addition  to  those  which  the  former  articles  satisfied, 
the  marginal  utility  may  rise.  A  pair  of  coarse  shoes  keeps 
from  their  possessor  the  pain  of  going  barefooted.  A  pair 
of  well-fitting,  fine  shoes  prevents  these  pains,  and  at  the 
same  time  is  a  source  of  positive  pleasure.  A  second  coat 
may  have  a  higher  marginal  utility  than  the  first  if  the  first 
is  a  mere  absolute  utility  which,  while  protecting  the  body, 
is  often  a  source  of  irritation  because  of  its  cut  and  color. 
A  working  and  a  dress  suit  both  protect  their  owner,  but  the 
suit  latter  often  possesses  the  greater  positive  utility,  hence 
the  marginal  utility  of  clothing  may  be  higher  to  a  man 
possessing  two  suits  than  to  him  who  has  but  one  suit. 

The  lack  of  time  forces  the  members  of  a  progressive 
society  to  leave  their  least  intense  wants  unsatisfied;  and  any 
increase  in  the  variety  of  their  wants  will  cause  wants  of 
greater  intensity  to  remain  unsatisfied.  Each  individual 
in  a  society  has  a  marginal  increment  of  consumption,  that 
is,  an  increment  from  which,  under  normal  conditions,  he 
gets  the  least  surplus  of  pleasure.  If  the  marginal  increment 
of  any  commodity  sinks  below  the  marginal  increment  of 
consumption,  less  labor  will  be  employed  in  its  production 
and  more  in  that  of  other  commodities.  An  equilibrium  will 
thus  be  restored,  the  marginal  increments  of  all  commodi- 
ties having  the  same  utility  as  the  marginal  increment  of 
consumption.  When  the  marginal  increment  of  consumption 
equals  two  units,  the  marginal  utility  of  each  commodity 
will  tend  to  be  two  units.  The  normal  effect  of  an  increase 
in  the  variety  of  consumption  will  be  to  transfer  the  marginal 
laborers  in  the  old    occupations   to   new   occupations  sup- 
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plying  more  intense  wants,  and  with  every  change  of  this 
character,  the  marginal  increment  of  consumption  will  have 
a  greater  utility  than  before. 

There  is  a  margin  of  consumption  as  well  as  of  production. 
The  least  intense  wants  remain  unsatisfied  just  as  the  least 
productive  lands  remain  unused.  The  margin  of  consump- 
tion is  high  if  the  marginal  increment  of  consumption  satis- 
fies an  intense  want.  Whatever  increases  the  variety  of 
consumption  raises  the  margin  of  consumption,  while  what- 
ever increases  the  quantity  of  goods  without  increasing  their 
variety  lowers  this  margin. 

To  illustrate  the  effect  which  changes  in  the  margin  of  con- 
sumption have  on  subjective  values,  I  will  trace  these 
changes  in  an  isolated  society  through  several  stages  of  its 
development.  We  will  suppose  that  in  the  first  stage,  besides 
certain  absolute  utilities,  potatoes  form  the  food  and  wool  the 
clothing  of  the  people.  In  the  second  stage,  wheat  is  added 
to  the  food  supply;  in  the  third,  meat  comes  into  use;  and  in 
the  fourth,  cotton  supplements  wool  for  clothing. 

I  will  use  the  following  table  to  illustrate  the  change  in 
subjective  values  which  would  result  from  the  successive  in- 
troduction of  these  articles  into  the  consumption  of  the  aver- 
age man  in  this  society.  The  Roman  figures  refer  to  the 
stages  of  social  progress,  the  letters  to  the  different  articles 
of  consumption,  while  the  Arabic  figures  indicate  the  in- 
tensity of  the  pleasure  derived  from  each  increment  of  con- 
sumption, the  first  increment  being  represented  by  the  high- 
est figure. 
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A — Potatoes. 
B — Woolens. 
C—  Wheat. 


D— Meat. 
£"— Cotton. 


I. 

II. 

III. 

IV. 

A      B 
6      6 

5      5 
4      4 
3      3 
2       2 
1       1 

ABC 

6       6 
5       5       5 
4      4      4 
3       3       3 
222 

A      B       C     D 

8 

7 
6       6              6 

5       5       5      5 

4       4      4      4 
3       3      3      3 

A    B     CD     E 

8 

7     7     7 
6     6     6      6    6 

5      5      5      5     5 

4     4     4     4    4 

Total     number       of 
Increments.  .    .    . 

12 

14 

17 

19 

Total     number      of 
units  of  pleasure. 

42 

54 

81 

104 

Total  value j     12 

28 

5i 

76 

In  the  first  stage  let  us  assume  that  6  increments,  each 
of  potatoes  and  wool,  give  a  surplus  of  pleasure,  each  incre- 
ment being  the  result  of  a  half  hour's  work.  Then  the 
man  would  cease  working  at  the  end  of  6  hours,  and 
have,  as  a  result  of  his  day's  work,  42  units  of  pleasure. 
In  the  second  stage,  where  wheat  becomes  a  food,  he  will 
work  longer,  say  7  hours,  because  of  the  additional  pleasure 
obtained  from  the  wheat.  To  make  the  marginal  incre- 
ments of  potatoes  and  wool  have  the  same  value  as  the  mar- 
ginal increments  of  wheat,  he  will  cease  to  produce  the  last 
increments  of  potatoes  and  wool,  and  produce  4  increments 
of  wheat.  In  this  way  the  margin  of  consumption  will  be 
raised,  while  the  marginal  increment  of  consumption  will  be 
two  units  instead  of  one.  In  the  third  stage,  where  meat  is 
a  food,  the  man  will  work  still  longer,  say  S}4  hours,  and 
the  marginal  increment  of  consumption  will  be  valued  at 
3  units.  In  the  fourth  stage,  cotton  is  used,  and  we  will 
further  assume  that  the  utility  of  wheat  is  increased  two 
units  by  the  use  of  yeast  in  raising  bread.     The  length  of 
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the  day's  work  will  be  increased  to  say  gx/2  hours,  and  the 
margin  of  consumption  will  be  raised  from  3  to  4  units. 

It  will  be  noticed  that  each  new  want  is  partly  supplied 
by  additional  labor,  and  partly  by  a  transfer  of  labor  from 
the  marginal  increments  of  the  articles  previously  consumed 
to  the  new  article.  Notice  further  the  changes  in  total 
utility  and  total  value.  In  the  first  stage,  the  total  utility 
equals  42  units,  while  the  12  increments  of  consumption, 
having  a  marginal  utility  of  one  unit,  are  valued  at  12  units. 
In  the  second  stage,  the  14  increments  have  a  total  utility 
of  54  units,  a  marginal  utility  of  two  units,  and  a  total  value 
of  28  units..  The  17  increments  of  the  third  stage  have  a 
total  utility  of  81  units,  a  marginal  utility  of  three  units, 
and  a  total  value  of  51  units.  In  the  fourth  stage,  total 
utility  rises  to  104  units,  the  marginal  utility  to  four  units, 
while  the  total  value  is  increased  to  76  units. 

The  total  utility  and  total  value  both  increase  with  the 
growth  in  the  variety  of  consumption,  but  the  latter  in- 
creases more  rapidly  than  the  former,  because  of  the  rise  in 
the  margin  of  consumption.  These  facts  enable  us  to  formu- 
late the  general  law  of  subjective  values  in  so  far  as  it 
depends  upon  the  consumption  of  wealth.  In  a  dynamic 
society,  subjective  values  tend  to  rise  because  of  the  rise  in 
value  ol  the  marginal  increment  of  consumption.  Each  suc- 
cessive stage  in  the  development  of  a  society_causes  the  total 
value  of  commodities  to  approach  more  nearly  to  their  total 
utility.  Full}7  to  appreciate  the  meaning  of  this  law,  it  should 
be  kept  in  mind  that  the  standpoint  is  that  of  the  consumer. 
Consumers'  values  relate  to  houses,  clothing,  dinners  and 
other  finished  products.  They  are  the  values  of  the  units  of 
consumption — the  groups  of  complementary  goods  from  which 
consumers  get  their  pleasure.  Believing  that  cost  deter- 
mines value,  the  classical  economists  naturally  began  their 
investigations  of  value  with  producers.  Those,  however, 
who  make  value  depend  on  the  subjective  conditions  in  con- 
sumers to  be  consistent,  must  begin  with  the  latter. 
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IX. 

THE  LAW  OF  COST. 


To  an  isolated  man  cost  is  what  is  given  up  to  get  a  return 
from  nature,  and  individuals  have  not  yet  out-grown  this  con- 
cept of  production  acquired  when  they  lived  in  isolation. 
The  share  in  distribution  which  they  receive  is  justified  by 
reference  to  the  conditions  of  a  primitive  society;  where  sub- 
jective values  are  no  greater  than  costs.  The  landlord  calls 
attention  to  the  difficulties  of  bringing  land  into  cultivation; 
the  capitalists  refer  to  those  of  primitive  men  in  acquiring 
capital  and  in  abstaining  from  its  consumption;,  the  employ- 
ing classes,  who  enjoy  profits,  lay  stress  upon  the  sacrifices 
needed  to  acquire  intelligence  and  skill,  while  the  laborers 
emphasize  those  primitive  means  of  production  involving 
great  muscular  exertion  and  fatigue.  Each  class  has  its 
own  way  of  showing  that  its  costs  equal  the  values  of  the 
goods  it  produces,  and  if  the  evidence  of  all  is  to  be  taken, 
the  labor  theory  of  production  is  valid. 

With  the  progress  of  society  this  measure  of  cost  becomes 
defective.  The  land  has  been  brought  into  cultivation, 
habits  of  saving  have  been  formed  and  capital  accumulated, 
intelligence  is  for  the  most  part  inherited  and  not  acquired, 
while  labor  becomes  so  mechanical  that  its  cost  is  greatly  re- 
duced. We  now  form  a  social  concept  of  production,  conceiv- 
ing of  a  united  society  bartering  with  nature  to  get  the 
largest  sum  of  utilities  for  a  given  expenditure  of  effort.  If 
we  estimate  the  cost  to  society  subjectively,  it  is  the  sum  of 
pains  which  producers  must  endure  while  engaged  in  produc- 
tion. If  estimated  objectively,  it  is  the  quantity  of  goods 
which  must  be  given  to  these  producers  to  restore  them  to  the 
condition  they  were  in  when  production  began.  The  cost 
of  wheat  is  increased  when  more  laborers  must  be  employed 
in  its  production,  or  when  the  labor  of  producing   wheat 
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becomes  more  irksome.  To  society  it  is  a  matter  of  indiffer- 
ence whether  one  of  two  laborers,  because  of  better 
land,  produces  200  bushels  while  the  second  produces  100 
bushels,  or  if  each  of  them  produces  150  bushels.  There  are  a 
certain  number  of  workmen,  and  they  are  distributed  among 
the  various  industries  in  a  way  which  will  cause  the  keenest 
wants  of  society  to  be  gratified.  The  cost  of  wheat,  of  iron 
■or  of  any  other  commodity  useful  to  society,  is  deter- 
mined by  the  number  of  men  engaged  in  its  production. 
The  cost  of  capital,  of  skill,  of  education,  and  of  other  neces- 
sary aids  to  production  must  be  estimated  in  the  same  way. 
A  given  proportion  of  the  labor  of  society  must  be  directed 
into  these  channels,  and  the  cost  to  society  is  the  sum  of  the 
efforts  of  those  engaged  in  these  occupations. 

The  gross  return  which  a  society  has  to  enjoy  is  not 
wholly  the  result  of  the  labor  of  its  members.  The  natural 
powers  of  land,  water,  wind  and  similar  forces  assist  men 
in  production  reducing  the  cost.  Besides  these  natural 
forces,  the  members  of  a  society  at  a  given  time  are  aided  by 
the  results  of  past  civilization.  The  labor  of  the  past  has 
added  much  to  the  original  qualities  of  the  land  which  society 
occupies,  and  each  generation  finds  it  in  a  better*  condition 
than  did  its  predecessor.  Great  additions  have  been 
made  to  the  productive  qualities- of  the  laborers  themselves, 
and  there  is  also  an  increasing  stock  of  knowledge  which 
descends  from  one  age  to  another.  With  but  little  cost  we 
can  acquire  the  skill  and  knowledge  of  our  fathers  and  make 
use  of  the  forces  they  set  in  motion. 

But  these  inherited  qualities  increasing  the  productive  ca- 
pacity of  man  is  not  the  only  way  in  which  man  is  aided  by 
past  civilization  As  a  consumer  also,  he  has  become  better 
adjusted  to  his  environment.  The  wants  of  the  primitive 
man  were  few  and  simple,  and  all  his  pleasures  being  physical 
and  exclusive,  there  was  a  demand  for  consumption  only  those 
articles  of  which  the  soil  could  produce  but  small  quantities. 
When  the  results  of  civilization  have  modified  the  original 
appetites  and  passions,  wants  become  more  varied  and 
less  exclusive.  Man  gradually  conforms  to  the  external  con 
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ditions  about  him,  and  obtains  from  nature  more  liberal  re- 
wards for  his  efforts.  The  cost  of  commodities  become  less 
as  men  adjust  themselves  more  fully  to  nature. 

Aside  from  labor,  there  are  then  three  elements  which  enter 
in  to  determine  the  gross  produce  of  society — natural  forces, 
inherited  industrial  qualities,  and  consumption  with  its 
habits,  customs,  and  feelings.  From  the  social  point  of 
view,  these  three  aids  to  production  are  never  elements  of 
cost.  Nature  always  works  gratuitously  for  society;  and  al- 
though industrial  qualities  have  been  acquired  by  our  an- 
cestors at  a  large  cost,  we  receive  them  as  a  free  inheritance. 
Our  pleasures  and  habits  have  also  become  modified  to  such 
an  extent  that  we  naturally  choose  new  forms  of  consumption 
which  harmonize  more  fully  w-ith  our  present  environment. 

It  is  a  mistake,  therefore,  to  assume  that  the  whole  pro- 
duce of  industry  is  due  to  the  efforts  of  individuals,  and  that 
society,  after  replacing  its  producers  in  the  position  they 
were  before  production  began,  has  little  or  no  surplus  of 
which  to  dispose.  In  this  assumption  the  fact  is  overlooked 
that  society  gives  to  its  members  all  the  produce  of  industry, 
though  the  goods  which  are  the  equivalents  of  the  real  costs 
may  be  birt  a  small  part  of  what  is  received. 

Before  the  formation  of  society  isolated  individuals  adjust 
themselves  to  their  immediate  environment  and  get  what 
surplus  they  can  by  a  direct  utilization  of  natural  forces. 
The  growth  of  social  forces  and  ideas  converts  these  isolated 
producers  into  an  organized  society.  Individuals  no  longer 
adjust  themselves  to  nature  but  to  the  society  of  which  they 
are  a  part.  Instead  of  supplying  their  own  wants  the  indi- 
viduals work  for  society,  receiving  from  society  the  goods 
they  consume.  To  utilize  the  improvements  in  production 
in  the  progress  of  society  new  combinations  of  laborers  are 
created;  the  instruments  of  production  are  changed  from  one 
form  to  another,  while  land  is  devoted  to  new  uses,  bringing 
about  greater  returns  to  labor.  While  these  changes  reduce 
the  cost  of  production  to  society,  the  surplus  which  is 
created  must  be  largely  given  to  the  men  whose  occupations 
are  changed,  or  to  the  owners  of  land  or  other  productive  in- 
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struments  for  which  society  has  found  new  uses.  Society 
cannot  get  men  to  work  for  it  unless  it  gives  them  a  greater 
surplus  than  they  could  obtain  working  by  themselves,  or  by 
working  in  some  other  combination  than  the  one  in  which 
society  wishes  them  to  work. 

The  surplus  of  industry  is  divided  among  the  members  of 
society  according  to  the  needs  of  society  foi  their  land,  capital, 
intelligence  or  labor.  Whoever  has  the  greatest  variety  of  op- 
portunities to  use  his  instruments  or  services  gets  the  largest 
share  of  the  surplus.  Every  producer  in  an  advanced  so- 
ciety has  his  costs  repaid  to  him  and  gets  a  share  in  the 
surplus.  Therefore,  we  cannot  estimate  the  costs  by  what 
he  receives  in  exchange  for  his  products,  since  what  the  in- 
vidual  receives  comes  partly  from  the  fund  set  aside  by  society 
to  repay  costs  and  partly  from  the  surplus  due  to  the  aid  of 
nature  or  of  social  progress. 

These  illustrations  are  sufficient  to  show  the  difference  be- 
tween the  standpoint  of  the  individual  and  that  of  society  in 
measuring  cost,  and  the  need  of  a  full  investigation  of  the 
causes  which  allow  individuals  to  convert  the  surplus  of  in- 
dustry into  cost  for  other  members. 

There  is  no  need  now  for  an  examination  of  the  source  of 
rent  and  profits.  The  labors  of  Ricardo  and  Walker  have 
made  it  clear*  that  they  are  not  parts  of  the  cost  of  produc- 
tion, but  are  drawn  directly  from  the  surplus  of  production. 
Interest,  however,  is  a  subject  of  controversy,  and  to  it  our 
attention  must  first  be  directed. 

It  is  claimed  by  Senior,  as  well  as  by  many  other  econo- 
mists, that  interest  is  one  of  the  costs  of  production,  and  that 
the  sacrifice  of  the  capitalist  is  of  the  same  nature  as  the  sac- 
rifice of  the  laborer.  The  one  endures  the  pains  of  working 
while  the  other  endures  the  pains  of  abstinence.  This  doc- 
trine, however,  does  not  state  fairly  the  psychology  of  ex- 
change and  production.  It  is,  of  course,  painful  to  abstain 
from  the  consumption  of  food  or  of  other  pleasure-giving 
commodities.  To  go  without  bread  when  hungry,  or  without 
clothing  when  cold;  are  acts  of  the  same  disagreeable  nature 
as  those  needed  to  produce  food  or  clothing,  and  when  such 
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acts  are  necessary  for  the  accumulation  of  capital  they  must 
be  classed  among  the  costs  of  production. 

But  the  ordinary  forms  of  abstinence  in  a  civilized  society 
are  not  of  this  character.  1>hey  are  merely  abstinence  from 
one  form  of  wealth  to  get  another  which  the  possessor  re- 
gards as  more  valuable.  While  it  is  painful  to  abstain  from 
eating  bread  and  remain  hungry,  it  may  be  a  pleasurable 
act  to  go  without  bread  to  get  meat.  To  lose  a  horse  with- 
out any  compensation  is  painful,  but  to  part  with  him  to  get 
a  house  would  not  cause  any  regrets.  Would  the  owner  of 
the  horse  reason  correctly  if  he  were  to  claim  that  his  horse 
cost  him  80  units  of  pain,  and  that  the  pain  of  losing  the 
horse  by  death  would  be  90  units,  therefore,  the  cost  of  the 
house  he  receives  in  exchange  for  the  horse  is  170  units  of 
pain  ?  Certainly  not.  We  do  not  feel  any  pain  in  parting 
with  an  article  if  we  get  in  exchange  for  it  another  article 
which  we  value  more  highly.  The  sum  of  our  satisfactions 
is  increased  without  any  addition  to  the  sum  of  our  pains. 

If  we  look  at  the  act  of  saving  from  a  social  instead  of  an 
individual  standpoint,  it  is  easy  to  see  that  saving  decreases 
the  sum  of  pain  and  increases  the  sum  of  pleasure.  The 
society  that  accumulates  large  quantities  of  capital  has  more 
commodities  to  enjoy  than  has  a  society  with  less  capital. 
And  if  other  conditions  are  the  same,  the  first  society  has 
less  pain  to  suffer  in  producing  a  given  quantity  of  goods: 
the  members  need  not  work  as  long  nor  as  hard  as  those  who 
live  in  the  second  society. 

Again  take  a  number  of  isolated  producers,  each  of 
whom  supplies  his  own  wants.  Each  devotes  ten  months  of 
the  year  to  procure  his  present  goods — food,  clothing,  shel- 
ter and  the  like,  and  two  months  to  make  his  tools  and 
other  future  goods.  Suppose  these  isolated  producers  join 
together  in  one  society.  They  will  not  now  work  ten  months 
of  the  year  producing  present  goods,  and  but  two  months 
producing  future  goods.  The  advantage  of  co-operation  will 
enable  them  to  supply  their  present  wants  in  eight  months 
much  better  than  they  formerly  could  in  ten  months.  A 
larger  proportion  of  all  the  laborers  will  now  be  engaged  in 
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making  future  goods,  and  the  cost  of  producing  them  will 
be  reduced. 

The  members  of  this  society  have  not  abstained  from  con- 
suming any  of  the  present  goods.  On  the  contrary,  they 
have  more  present  goods  than  ever  before,  and  also  a  larger 
quantity  of  future  goods.  In  each  item  the  cost  of  production 
has  been  reduced.  There  is,  therefore,  no  extra  cost  for 
any  one  to  bear.  Yet  in  this  society  where  there  has  been  no 
increase  of  cost  there  will  be  an  increase  of  interest.  There 
are  more  future  goods,  and  these  future  goods  are  not  to  be 
valued  as  highly,  unit  for  unit,  as  are  present  goods.*  Ten 
days'  work  in  a  plow  will  not  exchange  for  ten  days'  work 
in  bread,  and  the  difference  in  their  values  will  be  interest. 
It  is  a  part  of  the  extra  gain  coming  from  a  more  complete 
conformity  to  conditions  of  production,  and  not  a  compensa- 
tion for  an  increase  of  pain  due  to  a  delay  in  consumption. 

If  interest  is  a  cost  and  not  a  surplus  above  cost,  then 
rent  is  also  a  cost  and  not  a  surplus.  Suppose  a  man  owns 
a  farm  and  a  house  each  worth  $5,000,  the  income  from  each 
amounting  to  $300.  If  it  is  said  that  this  man  endures  a 
sacrifice  equal  to  $300  because  he  does  not  consume  the  capi- 
tal in  the  house,  he  then  endures  a  like  sacrifice  because  he 
does  not  consume  the  capital  he  invested  in  the  farm. 
Neither  the  farm  nor  the  house  are  consumable  goods,  but 
they  can  easily  be  changed  into  other  forms  of  capital  which 
satisfy  present  desires.  The  temptation  to  indulge  in  costly 
luxuries  is  equally  great  to  the  landlord  and  to  the  capitalist; 
and  if  the  latter  has  on  this  account  a  cost  equal  to  his  in- 
come, the  former  is  in  no  better  condition. 

The  fact  is  that  while  each  may  desire  to  spend  more 
than  his  income,  neither  obtains  any  additional  return  be- 
cause of  his  temptation.  The  landlord  secures  his  income 
because  of  a  difference  in  the  fertility  of  soils,  and  the 
capitalist  because  of  a  difference  in  the  value  of  present  and 

future  goods  of  like  quality  and  character.     No  matter  how 

, » — ______ — 

*See  B5hm-Bamerk,  Positive  Theory  0/  Capital,  and  the  writer's 
Fundamental  Idea  of  Capital,  Quarterly  Journal  of  Economics,  Jan., 
1 891. 
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strong  the  desire  for  present  pleasures  may  be,  if  the  desire 
for  future  pleasures  is  nearly  as  great,  these  men  will  accu- 
■  mulate  capital  and  derive  an  income  from  interest. 

A  vivid  mental  picture  of  future  wants  creates  a  present 
pleasure  in  having  these  wants  provided  for.  Whenever 
this  pleasure  is  greater  than  the  disagreeable  results  of  de- 
laying consumption,  capital  may  be  accumulated.  Whether 
it  will  be  accumulated  depends  upon  the  difference  to  the 
individual  in  the  value  of  present  and  future  pleasures.  It 
is  an  estimation  of  a  present  surplus  against  a  future  surplus. 
To  ask  a  man  to  go  without  interest  is  like  asking  him  to 
take  a  dinner  of  bread  and  potatoes  when  he  prefers  meat. 
Neither  act  causes  any  pain,  but  both  involve  a  loss  of 
present  pleasure.  Cost  is  the  opposite  of  pleasure  and  not 
the  delay  of  pleasure.  Interest,  to  the  buyer  of  commod- 
ities made  with  the  aid  of  capital,  is  a  cost,  but  it  is  not  a 
cost  to  society.  To  the  latter  it  is  a  surplus — one  of  the 
elements  which  make  up  the  difference  between  the  total 
value  of  all  commodities  and  their  total  cost. 

To  bring  out  clearly  the  law  of  cost  and  the  relation  of 
total  cost  to  total  utility,  the  principles  I  have  been  using 
must  be  applied  to  the  measurement  of  the  sacrifices  of  the 
laboring  classes.  Are  the  wages  of  workmen  at  the  margin 
of  production  no  more  than  are  needed  to  replace  the  goods 
consumed  in  production,  or  have -they  also  a  share  of  the 
surplus  ? 

The  reasoning  of  those  economists  is  deductive  who  believe 
that  the  return  of  the  laborers  at  the  margin  of  production 
just  equals  this  cost  in  labor.  The  major  premise  is  that 
men  will  continue  working  as  long  as  they  get  a  surplus  of 
pleasure.  With  this  premise  it  is  easy  to  show  that  the  last 
effort  of  production  is  the  effort  with  the  least  possible  sur- 
plus of  pleasure,  because,  if  additional  efforts  would  yield  a 
surplus  of  pleasure,  production  would  have  continued. 

The  argument  for  the  doctrine  in  question  is  apparently 
sound;  yet  I  doubt  if  its  advocates  have  been  conscious  of  tihe 
important  limitations  to  which  their  major  premise  must  be 
subjected.     The  premise  in  the  first  place  assumes  that  the 
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physical  environment  of  the  society  in  question  does  not 
afford  its  members  unlimited  opportunities  to  work  with  a 
large  surplus.  The  last  portion  of  each  commodity  produced 
is  usually  represented  to  be  the  result  of  the  efforts  of  some 
individual  working  at  the  margin  of  employment,  where  the 
return  which  nature  gives  to  labor  is  so  small  that  there  can 
be  no  surplus  in  production. 

The  presence  of  better  opportunities  for  labor  does  not 
prove  that  the  pain  of  the  marginal  production  is  less  than 
the  pleasure  derived  from  it.  .  These  better  opportunities, 
however,  are  the  condition  to  a.  possible  surplus  in  the  final 
act  of  production.  A  man  on  a  fertile  farm,  paying  no  rent, 
may  work  so  long  that  the  pain  of  working  is  increased 
enough  to  equal  the  return  obtained  from  the  marginal  pro- 
duce; yet  whether  he  will  work  so  long  depends  upon  his 
social  environment  rather  than  on  himself.  If  he  enjoys 
any  pleasure  not  the  result  of  his  economic  efforts,  he  will 
cease  working  while  his  labor  gives  him  a  surplus  of  pleas- 
ure. A  man  will  leave  a  fertile  field  before  the  labor  is 
wearisome,  if  he  enjoys  hunting,  fishing,  riding,  or  even  if 
he  loves  to  gossip  in  the  village  grocery. 

It  is  wrong  to  say  that  a  man  will  work  as  long  as  the 
pleasure  derived  from  it  exceeds  the  pain  connected  with  it. 
He  works  not  merely  for  a  surplus,  but  for  the  greatest  sur- 
plus of  pleasure.  He  will  deviate  from  one  course  of  action 
to  another  only  when  the  second  offers  a  greater  surplus 
than  the  first  was  able  to  give.  All  kinds  of  non-economic 
pleasures,  from  religious  duties  to  athletic  sports,  cut  down 
the  hours  of  labor  and  allow  the  worker  to  get  a  considerable 
surplus  from  this  last  ^ct  of  production. 

In  primitive  societies,  the  surplus  at  a  margin  of  produc- 
tion is  largely  the  result  of  non- economic  causes;  but  in  the 
more  advanced  societies,  where  the  production  is  efficient 
and  consumption  is  varied,  economic  causes  give  a  surplus 
to  the  last  increment  of  production.  Every  increase  of  pro- 
ductive power  lengthens  the  time  during  which  a  man  can 
work  and  have  a  surplus;  but  with  every  increase  in  the 
quantity  produced,  more  time  is  needed  to  consume  it.     The 
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time  needed  to  consumek  goods  cuts  in  on  the  time  which 
might  be  used  to  produce^hem,  preventing  the  day's  work 
from  being  prolonged  until  the  effort  of  production  equals 
the  pleasure  of  consumption. 

Let  us  assume  that  a  man  occupies  eight  hours  in  sleep. 
Sixteen  hours  are  thus  left  for  work  and  leisure,  or  for  pro- 
duction and  consumption.  If  the  man  works  after  supplying 
the  necessities  of  life  the  return  must  be  high  enough  to  pay 
for  the  pain  of  production  and  the  pleasure  in  consumption 
which  he  loses  by  spending  his  time  in  work.  How  much 
pleasure  he  loses  will  depend  upon  the  number  of  opportuni- 
ties he  has  for  work  and  upon  the  surplus  he  can  get  from  them. 
If  he  can  get  a  surplus  from  twenty  articles,  each  of  which 
requires  an  hour's  time  to  produce,  at  least  four  of  them 
could  not  be  produced  for  lack  of  time.  Suppose  it  took 
four  hours  to  consume  the  produce  of  the  first  twelve  hours' 
work,  then  but  twelve  of  these  articles  could  be  produced, 
the  twelfth  article  being  at  the  margin  of  production.  The 
value  of  this  twelfth  article  cannot  be  less  than  the  effort 
of  the  twelfth  hour's  work  plus  the  surplus  he  would 
have  derived  from  the  thirteenth  article.  If  the  twelfth  ar- 
ticle is  cutlery  and  the  thirteenth  is  glass-ware,  the  value  of 
the  cutlery  must  be  equal  to  the  pain  of  making  the  cutlery 
plus  the  surplus  that  could  be  obtained  by  making  glass- 
ware. If  the  value  of  the  cutlery  equaled  only  the  pain  of 
making  it,  the  man  would  make  the  glass-ware,  from  which 
he  could  get  a  surplus. 

The  principle  that  I  desire  to  illustrate  is  now  accepted  in 
discussions  relating  to  rent.  If  the  marginal  land  used  for 
gardening  will  yield  a  rent  for  wheat,  the  value  of  the  mar- 
ginal produce  of  garden  products  must  equal  the  cost  of  the 
labor  employed  plus  the  rent  of  the  land  when  used  for 
wheat.  And  if  this  land  is  afterwards  used  for  building 
purposes,  the  rent  which  gardeners  would  pay  for  the  land 
must  be  added  to  the  other  expenses  which  the  occupiers 
of  these  houses  must  pay.  • 

The  marginal  laborer  in  any  society  must  be  given  a 
"  rent"   above  his  cost  in  labor  as  soon  as  all  the  wants  of 
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the  society  cannot  be  supplied  in  the  time  given  to  produc- 
tion. The  least  intense  wants  must  remain  unsatisfied  and 
the  marginal  laborers  will  be  transferred  to  new  occupations 
supplying  more  intense  wants.  This  transfer  cannot  be 
made~uhless  a  greater  surplus  is  given  to  them  than  they 
procured  from  the  same  work  in  their  old  occupations. 

The  value  of  the  marginal  product  equals  not  the  cost  of 
this  product,  but  the  utility  of  the  most  intense  want  re- 
maining unsatisfied  when  the  day's  work  is  done.  Or,  what 
is  the  same,  its  value  is  equal  to  its  cost  of  production  plus 
the  surplus  that  could  be  obtained  from  the  same  labor  used 
in  satisfying  the  most  intense  want  which  remains  unsatisfied. 
The  marginal  value  of  each  commodity  consumed  by  a  per- 
snn  tends  to  he  the  qam^  as  Ihe  value  ot  the~marginal  incre- 
ment of  consumption.  When  this  marginal  increment  gives 
a  ^surplus  of  two  units,  the  marginal  value  of  each  commodity 
will  tend  to  be  two  units  greater  than  its  cost  of  production . 

The  principle  becomes  clear  by  bringing  this  reasoning  to 
bear  upon  what  has  been  said  about  interest.  Each  person 
values  present  higher  than  future  pleasures,  and  hence  the 
marginal  increment  of  consumption  for  future  goods  will  be 
higher  than  for  present  goods.  Suppose  a  man  values  an 
increment  of  a  commodity  four  units  higher  for  present  than 
for  future  consumption.  Then  if  the  marginal  increment  of 
present  consumption  has  a  surplus  of  two  units,  the  same 
increment  of  future  consumption  will  have  a  surplus  of  six 
units.  Under  these  conditions  he  will  supply  all  his  pres- 
ent wants  which  give  a  surplus  of  two  units,  and  all  his 
future  wants  giving  a  surplus  of  six  units.  His  interest 
consists  in  the  gain  he  makes  in  supplying  future  wants 
wThich  give  a  surplus  of  six  units  instead  of  supplying  pres- 
ent wants  which  give  a  surplus  of  one  unit.  If  he  did  not 
supply  these  future  wants,  his  spare  time,  applied  to  satisfy- 
ing present  wants,  would  give  him  a  surplus  of  but  one 
unit,  since  all  his  present  wants  with  two  units  of  surplus 
are  already  supplied. 

Suppose  through  some  great  reduction  in  the  cost  of  pro- 
duction of  future  goods  the  surplus  above  cost  for  these  goods 
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formerly  produced  is  increased  to  eight  units.  The  laborer 
will  now  cease  to  produce  those  increments  of  each  com- 
modity which  gave  a  surplus  of  but  two  units  in  present 
goods,  and  will  devote  his  spare  time  to  the  production  of  future 
goods.  The  surplus  in  the  production  of  present  goods  will 
rise,  and  that  of  future  goods  fall,  until  the  marginal  incre- 
ments of  present  and  future  consumption  differ  by  four  units. 
The  marginal  increment  of  present  consumption  will  yield 
perhaps  three  units  of  surplus,  while  that  of  future  con- 
sumption will  yield  seven. 

The  sacrifice  of  the  capitalist  therefore  is  of  the  same 
nature  as  the  sacrifice  of  a  laborer,  when  the  latter  gets  a 
surplus  above  the  cost  of  his  labor.  The  laborer  gets  this 
surplus  because  he  abstained  from  some  other  action  which 
would  have  given  him  the  same  surplus.  Like  the  capitalist, 
he  is  paid  in  this  case  for  a  negative  act  and  not  for  a  positive 
cost.  Viewed  from  the  position  of  society,  neither  of  these 
acts  has  a  cost,  as  they  do  not  increase  the  positive  pain 
which  the  members  of  society  must  undergo.  Viewed  from 
the  position  of  the  buyer  of  goods,  both  are  cost  because 
he  must  give  a  larger  quantity  of  goods  to  get  the  articles  they 
produce.  Abstinence  of  either  kind  is  a  negative  cost  which 
affects  the  value  of  goods  in  distribution,  but  neither  is  a  posi- 
tive cost  increasing  the  pains  of  production.  To  delay  a  pleas- 
ure or  to  change  from  one  occupation  to  another  is  not  the 
same  thing  as  to  undergo  a  pain,  though  they  have  the  same 
effect  on  the  value  of  goods  to  consumers.  Aggregate  costs, 
therefore,  are  composed  of  two  elements — the.  positive  cost 
of  production  and  the  negative  cost  of  abstaining  from  the 
surplus  which  might  be  obtained  by  actions  in  less  complete 
conformity  to  the  interests  of  society.  When  it  is  said  that 
marginal  values  equal  the  cost  of  production,  a  surplus  in 
the  form  of  interest  and  wages  is  added  to  the  real  cost. 

The  prevailing  opinion  concerning  the  relation  of  value 
to  cost  comes  from  viewing  industrial  processes  from  the  stand- 
point of  distribution.  While  in  production  the  producers 
stand  united  to  barter  with  nature  on  the  best  terms,  in  dis- 
tribution they  stand  opposed  to  one  another.     The  question 
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now  is :  How  shall  the  return  obtained  from  nature  be 
divided  among  the  various  members  of  society  ?  To  answer 
this  question  we  must  know  what  forces  enable  persons  to 
increase  their  share  in  distribution.  Ricardo  points  out  two 
forces  controlling  the  distribution  of  utilities — the  posses- 
sion of  scarce  articles  and  the  pains  of  production.  A  bet- 
ter classification  would  make  four  forces,  adding  to  those 
already  mentioned  the  ability  to  perform  rare  services  and 
the  sacrifice  of  one  pleasure  for  another.  Ricardo  overlooked 
the  third  force,  because  he  accepted  the  axiom  that  all 
men  are  born  equal.  Senior  discovered  the  fourth,  but  he 
made  the  mistake  of  assuming  that  the  sacrifice  of  pleasure 
is  a  cost  like  the  pains  of  production.  It  is  not  a  cost  of 
production,  but  it  has  the  same  effect  in  the  distribution  of 
products.  It  is  of  no  consequence  to  the  buyer  whether  the 
producer  sacrifices  other  pleasures  to  produce  a  given  article 
or  undergoes  positive  suffering,  but  the  difference  between 
the  two  is  of  the  greatest  importance  to  the  producer  of  the 
article.  In  the  one  case  he  has  a  great  surplus  after  replac- 
ing the  loss  of  vitality  due  to  the  act  of  production  while  in 
the  other  he  has  none. 

So  long,  therefore,  as  we  view  values  from  the  side  of  dis- 
tribution, and  only  ask  what  will  enable  individuals  to  get 
a  greater  share  of  what  is  produced,  there  seems  to  be  a  mul- 
tiplicity of  causes  of  value.  Values  seem  to  be  the  result  of 
the  forces  which  act  in  distribution,  and  their  sum  equal  to  the 
sum  of  these  forces.  But  these  forces  do  not  cause  values  ; 
they  merely  distribute  values  already  created.  The_X£aJ. 
cajisg^of  value  is  the  force  which  sets  production  in  motion, 
and  not^he  forces  controlling  the  possession  of  its  products. 
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X. 

DOCTRINES  WHICH  OBSCURE  THE  RELATION  OF 
COST  TO  VALUE. 


It  is  impossible  to  get  at  the  relation  of  cost  to  value 
except  by  a  method  which  is  highly  abstract  and  deductive. 
Value  and  cost  are  never  seen  in  their  natural  forms  except 
where  a  single  man  or  a  united  society  stand  in  direct  rela- 
tion to  nature,  bartering  costs  for  utilities.  Picture  an 
isolated  man  unaffected  by  the  problems  of  exchange  and 
distribution,  and  it  is  easy  to  see  that  values  and  costs  have 
independent  causes.  Values  result  from  subjective  states  in 
the  man,  while  costs  depend  upon  his  objective  environment. 
Costs  are  what  man  gives  up  in  his  barter  with  nature: 
values  are  a  part  of  what  he  gets  back. 

In  the  case  of  an  isolated  man  the  relation  of  cost  to  value 
is  obscured  because  of  the  high  cost  of  commodities  to  an 
isolated  worker,  and  because  of  the  low  value  of  these  com- 
modities. Without  a  division  of  labor  and  without  that  intel- 
ligence and  capital  which  can  be  secured  only  in  an  organized 
society,  the  cost  of  commodities  must  always  be  high.  The 
tendency  of  cost  to  fall  shows  itself  only  when  these  condi- 
tions are  supplied  by  the  growth*  of  social  relations  between 
men.  To  the  isolated  man  values  are  also  low,  because  so 
much  of  his  time  must  be  given  to  the  production  of  absolute 
utilities,  which  merely  sustain  life;  and  the  lack  of  variety 
in  his  consumption  reduces  the  marginal  utility  of  the  few 
articles  he  has  almost  to  zero. 

The  complicated  phenomena  of  modern  society  also 
obscures  the  relation  of  cost  to  value  because  of  the  unequal 
distribution  ol  wealth.  Instead  of  the  values  of  all  commodities 
following  one  law,  the  value  of  one  class  of  commodities  tends 
to  sink  until  their  value  equals  their  cost,  while  other  com- 
modities have  their  value  separated  from  their  cost  much 
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more  than  would  be  the  case  under  other  conditions.  There 
thus  arises  that  distinction  between  commodities  freely 
produced  and  those  which  are  not.  The  classical  writers 
have  made  much  of  this  distinction,  and  have  tried  to 
show  that  the  value  of  freely  produced  commodities  tends 
to  equal  their  cost.  Their  law  of  value  is,  however,  only  a 
particular  law,  due  to  the  effects  of  an  unequal  distribution 
of  wealth . 

The  importance  of  this  distinction  between  goods  which 
freely  produced  and  those  that  are  not,  depends  upon  the  in- 
dustrial facts  of  each  age  and  nation.  The  assumptions  of 
Ricardo  are  true  only  in  a  particular  stage  of  social  progress. 
He  assumes  that  all  the  laborers  have  the  same  industrial 
qualities,  and  that  all  capitalists  have  the  same  intelligence, 
machinery  and  capital.  He  pictures  a  primitive  society 
where  there  is  no  lack  of  either  capitalists  to  manage  or  la- 
borers to  work,  and  where  the  cost  of  production  to  all  com- 
peting manufacturers  is  the  same.  Prices  are  governed  by 
the  "common,  usual,  and  natural  difficulties,"  which  all  pro- 
ducers must  encounter.  In  a  society  of  this  character  the 
distinction  of  Ricardo  is  of  prime  importance,  because 
scarcity  affects  the  value  of  one  class  of  goods  and  not  the 
other. 

In  modern  societies,  however,  the  importance  of  this  dis- 
tinction has  vanished  owing  to  the  radical  changes  in  the 
methods  of  production.  We  no  longer  have  a  sharp  distinc- 
tion between  monopolized  and  freely  produced  goods. 
Every  commodity  is  produced  under  such  complex  condi- 
tions that  some  of  its  elements  have  a  scarcity  value. 
Laborers  do  not  have  the  same  industrial  qualities  and  em- 
ployers do  not  have  the  same  machinery  and  capital.  But 
more  important  still,  capital  and  labor  no  longer  freely  unite 
in  fixed  proportions  to  form  commodities  as  oxygen  and 
hydrogen  unite  to  form  water.  A  third  agent,  the  under- 
taker, is  necessary,  and  his  services  have  a  scarcity  value. 
Scarcity  thus  becomes  an  element  in  the  value  of  every  com- 
modity, while  the  value  of  all  classes  of  commodities  is  sep- 
arated more  or  less  from  their  cost. 
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Through  the  endeavor  of  the  classical  economists  to  make 
cost  and  value  identical,  much  was  done  to  confuse  the  rela- 
tion between  the  two.  Their  error  lay  in  trying  to  make 
the  sum  of  subjective  costs  equal  to  that  of  objective  values. 
Objective  values,  however,  are  never  a  sum,  but  only  a  re- 
lation between  subjective  values.  There  can  never  be  high 
or  low  objective  values  of  commodities  as  a  whole.  It  is, 
therefore,  impossible  to  add  to  or  subtract  from  them.  Ob- 
jective costs  are  also  relations  measured  in  money;  and  there 
can  be  neither  high  prices  or  low  prices  unless  the  value  of" 
money  changes.  There  would  then  be  no  confusion  if  it 
were  affirmed  that  objective  values  and  objective  costs  were 
always  equal.  But  such  a  law  would  be  merely  an  identical 
proposition,  of  no  use  in  economic  theory. 

The  thought  of  the  classical  economists  was  to  connect 
the  efforts  and  sacrifices  of  production  with  the  objective 
value  of  commodities.  They  recognized  clearly  enough 
that  the  efforts  and  sacrifices  of  production  were  sums  which 
could  increase  and  diminish,  yet  they  sought  to  make  this 
changing  sum  of  efforts  and  sacrifices  equal  to  the  unchanging 
relations  of  objective  values. 

The  contrast  with  subjective  costs  should  always  be  sub- 
jective values.  Although  objective  values  can  never  change 
in  amount,  subjective  values  are  sums  like  subjective  costs. 
They  are  units  of  utility  whose  sum  constitutes  a  part  of  the 
total  utility  of  commodities.  They  can  therefore  be  increased 
or  diminished,  their  sum  changing  with  the  marginal  incre- 
ment of  consumption. 

High  subjective  values  do  not  cause  high  objective  values, 
though  they  often  change  the  objective  values  of  particular 
commodities.  If  at  one  time  the  subjective  value  of  a  bushel 
of  wheat  is  9  units  and  of  rye  5  units,  while  at  a  later  period 
a  bushel  of  wheat  has  a  subjective  value  of  11  units  and  of 
rye  7  units,  the  subjective  value  of  both  commodities'  has 
risen,  because  their  marginal  increments  give  more  pleasure 
to  consumers.  The  objective  value  of  wheat,  however,  has 
fallen,  because  the  same  wheat  will  exchange  for  less  rye 
than  before.     Every  change  in  the  sum  of  subjective  values 
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will  probably  affect  the  objective  value  of  some  commodities, 
yet  we  must  never  overlook  the  fact  that  while  subjective 
values  usually  go  up'and  down  together,  because  they  depend 
upou  the  marginal  increment  of  consumption,  the  rise  in  the 
objective  value  of  one  class  of  goods  is  always  accompanied 
by  the  fall  in  value  of  some  other  goods. 

In  one  respect,  I  think,  the  advocates  of  the  theory  of  mar- 
ginal values  obscure  the  relation  of  cost  to  value  by  the  im- 
portance they  attach  to  the  law  of  supply  and  demand .  I  agree 
with  the  Austrian  economists  in  regarding  the  law  of  the  cost 
of  production  as  a  particular  law  of  value,  but  I  do  not  think 
that  anything  more  can  be  justly  claimed  for  the  law  of  supply 
and  demand.  By  the  use  of  hypothesis  it  is  easy  to  create 
-conditions  where  particular  laws  assume  the  character  of 
general  laws.  By  assuming  a  simple  economic  world  where 
similar  men  have  the  same  means  of  production,  Ricardo 
gets  a  society  where  the  law  of  the  cost  of  production  is  the 
nearly  universal  law  of  value.  By  isolating  a  man  from 
society  and  supposing  him  to  have  but  a  single  means  of 
supplying  his  wants,  the  Austrians  seem  to  make  the  law  of 
supply  and  demand,  the  general  law  of  value.  Yet  I  doubt 
if  they  have  succeeded  any  better  than  Ricardo.  While 
the  increase  in  the  quantity  of  a  given  commodity  may 
always  reduce  its  marginal  value  if  its  possessor  is  isolated 
from  other  commodities,  it  is  not  true  that  the  same  result 
would  follow  if  the  person  had  a  variety  of  possessions. 
Would  not  the  inhabitants  of  an  isolated  colony,  with  a 
dozen  new  houses,  attach  a  higher  marginal  value  to  2,000 
panes  of  glass  than  they  formerly  attached  to  1,000  panes? 

It  is  proper  to  isolate  a  man  from  the  conditions  of  pro- 
duction in  order -to  fix  the  subjective  values  of  commodities, 
but  it  is  an  error  to  isolate  him  from  all  other  commodities  to 
determine  the  value  of  a  single  commodity.  If  the  values  of 
a  group  of  commodities  possessed  by  an  isolated  individual 
are  normal,  he  must  choose  the  relative  quantities  of  these 
commodities.  If  a  shipwrecked  sailor  can  choose  the  arti- 
cles he  takes  ashore,  he  will  take  such  a  quantity  of  each 
.article  that  the  utility  of  the  marginal  increments  will  be 
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equal.  The  value  of  these  articles  will  be  normal  because 
he  can  satisfy  each  want  to  the  same  degree,  and  will  have 
no  desire  to  alter  the  relative  quantities  of  the  articles  he 
possesses.  The  value  of  commodities  can  be  normal  only 
when  consumers  control  the  relative  quantity  of  each  com- 
modity. Then  the  value  of  the  articles  he  takes  will  be 
normal,  and  the  marginal  increments  of  value  will  be  equal. 
Suppose,  however,  the  ship  sinks  suddenly,  and  he  picks  up 
certain  articles  on  the  shore.  The  quantity  of  each  article 
is  now  the  result  of  accidental  circumstances  over  which  he 
has  no  control;  and  the  law  of  their  value  is  the  law  of 
supply  and  demand.  This  law  only  comes  into  operation 
when  objective  conditions  fix  the  supply  of  commodities, 
and  prevent  the  consumption  of  a  person  from  following 
purely  subjective  laws.  The  increase  in  this  total  supply 
of  commodities  consumed  by  a  person  results  in  lower  mar- 
ginal values  when  the  consumer  cannot  control  the  quantity 
of  each  article  and  the  variety  of  his  consumption. 

The  investigations  of  subjective  value  should  begin  with 
purely  subjective  conditions,  and  bring  in  objective  condi- 
tions only  after  all  the  subjective  laws  have  been  formulated. 
The  success  of  the  Austrian  economists  is  due  to  the  observa- 
tion of  this  rule.  I  contend,  however,  that  they  violate 
their  own  rule  by  the  way  in  which  they  introduce  the  law 
of  supply  and  demand  in  their  discussions. 

The  first  and  primary  law  of  subjective  values  is  that  value 
depends  upon  the  final  degree  of  utility.  The  second  law  is 
that  the  value  of  the  marginal  increments  of  all  commodities 
entering  into  the  consumption  of  a  person  tends  to  be  equal. 
This  is  the  law  of  normal  values,  and  from  it  we  get  the  idea 
of  the  marginal  increment  of  consumption.  The  third  law 
is  that  the  value  of  the  marginal  increment  of  consumption 
depends  on  the  variety  of  consumption.  A  greater  total 
production  may  have  a  greater  marginal  value  for  each  com- 
modity if  the  number  of  articles  is  increased.  Twelve  arti- 
cles of  two  kinds  will  make  the  utility  of  the  sixth  article  of 
each  kind  the  marginal  utility,  while  fifteen  articles  of  three 
kinds  will  increase  the  marginal  value  of  each  kind  to  the 
utility  of  the  fifth  article. 
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These  are  purely  subjective  laws.  There  are  three  more 
particular  laws  that  result  from  different  relations  between 
man  and  his  environment.  The  variety  of  consumption 
reduces  the  cost  of  production,  and  hence  a  fourth  law 
(derived  from  the  third)  is  obtained,  that  while  in  a  progress- 
ive society  marginal  values  tend  to  increase,  the  cost  of  pro- 
duction tends  to  decrease.  The  fifth  law  is  that  marginal 
values  tend  to  equal  marginal  costs  in  a  society  that  has 
fewer  increments  of  employment  than  of  labor.  This  is  the 
Ricardian  law  of  freely  produced  commodities.  The  sixth 
law  is  the  law  of  supply  and  demand.  We  cannot  say  that 
the  increase  in  the  total  supply  of  the  commodities  will 
lower  their  marginal  values  to  individual  consumers,  because 
there  may  be  an  increase  in  the  variety  of  consumption. 
Nor  can  we  say  that  the  increase  in  the  quantity  of  any  one 
commodity  will  lower  its  marginal  value,  because  a  change 
in  the  quantity  of  other  commodities  may  increase  its  mar- 
ginal value.  But  we  can  say  that  when  objective  causes 
increase  the  quantity  of  an  article  beyond  its  normal  amount, 
its  marginal  value  will  fall. 

The  main  cause  which  obscures  the  relation  of  value  to 
cost  is  the  niggardliness  of  nature.  While  the  classical 
writers  usually  maintain  that  the  values  of  freely  produced 
commodities  do  not  exceed  the  cost  of  their  production 
because  of  the  law  of  competition,  they  have  a  reserve  force 
in  the  combined  action  of  the  laws  of  population  and  of 
diminishing  returns  which  really  form  the  stronghold  of 
their  position.  They  contend  that  population  increases  so 
rapidly  that  the  number  of  workmen  exceeds  the  number  of 
positions  in  which  they  can  find  profitable  employment. 
It  is  a  physical  necessity  which  makes  of  the  value  of  each 
commodity  equal  to  the  sum  of  its  costs  if  there  is  a  greater 
number  of  increments  of  labor  than  increments  of  employ- 
ment. The  number  of  increments  of  employment  in  any 
society  is  limited  by  the  number  of  opportunities  for  labor 
in  which  the  cost  of  the  product  is  not  greater  than  its 
value.  The  number  of  the  increments  of  labor  is  fixed  by 
the  number  of  the  laborers  and  the  time  they  work.     It  is 
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one  of  the  primary  assumptions  of  the  classical  writers  that 
the  increments  of  employment  are  less  in  number  than  the 
increments  of  labor.  Nature,  they  think,  is  so  niggard  in 
giving  profitable  opportunities  for  labor  that  the  laborers 
have  some  spare  time  which  has  no  value  to  them.  Under 
these  circumstances  objective  conditions  fix  the  relation  of 
value  to  cost,  and  it  is  of  no  practical  consequence  which  one 
may  determine  the  other.  Change,  however,  the  relation 
of  the  number  of  laborers  to  the  number  of  opportunities 
for  labor,  and  new  possibilities  arise.  If  every  increment  of 
labor  creates  a  product  greater  han  the  quantity  consumed 
in  replacing  the  waste  of  production,  the  value  of  the  pro- 
duct will  be  greater  than  its  cost,  and  the  tendency  of  values 
to  follow  subjective  laws  of  the  man,  while  costs  follow  ob- 
jective laws  of  the  environment,  can  be  seen. 

Suppose  some  ships  lay  stranded  on  a  beach.  Observers 
might  affirm  that  ships  can  only  rest  on  sand,  and  if  one 
ship  lay  higher  than  another,  it  was  because  the  sand  under 
it  held  it  higher.  Let,  however,  the  tide  come  in,  and  it 
will  be  seen  that  ships  do  not  need  sand  to  hold  them  up. 
They  rise  to  the  top  of  the  water,  and  the  sand  remains  at  the 
bottom.  If  now  one  ship  stands  higher  than  the  other,  it  is 
not  because  the  sand  under  it  is  higher,  but  because  of  differ- 
ences in  the  ships.  One  ship  may  displace  more  water  than 
the  other.  As  ships  must  have  water,  to  show  that  they  do 
not  need  sand  to  hold  them  up,  so  society  must  have  a 
favorable  environment  to  show  that  the  value  of  its  products 
does  not  depend  on  their  costs.  Values,  like  ships,  rise  while 
costs  tend  to  fall,  as  society  advances.  The  progress  of 
society  can  be  measured  by  the  difference  between  its 
values  and  its  costs,  just  as  the  depth  of  the  water  measures 
the  distance  from  the  ship  to  the  sand  under  it.  So  long  as 
the  costs  of  commodities  equal  their  values,  society  has 
made  no  real  progress. 
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XI. 


THE   IMPORTANCE   OF   THE    MARGINAL    INCRE- 
MENT OF  CONSUMPTION  IN  A  DYNAMIC 
SOCIETY. 


The  influence  of  the  classical  economists  has  been  against 
the  recognition  of  those  elements  of  progress  which  modify 
the  wants  of  individuals  and  lead  to  changes  in  the  consump- 
tion of  wealth.  By  accepting,  perhaps  unconsciously,  the 
position  that  the  wants  of  men  do  not  undergo  any  radical 
change  during  the  successive  stages  of  social  progress, 
economists  are  led  to  assume  that  industrial  progress  merely 
increases  the  quantity  of  goods  without  producing  any  change 
in  their  quality  and  character.  In  such  a  society,  where  the 
wants  of  the  people  are  static,  the  increased  quantity  of 
goods  naturally  leads  to  a  fall  in  their  value  and  this  fall 
will  not  be  checked  until  their  marginal  values  equal  their 
marginal  costs. 

This  phenomenon  of  a  static  society  is  the  groundwork 
of  the  Ricardian  theory  of  the  cost  of  production.  Does  the 
cost  adjust  itself  to  the  value  or  the  value  to  the  cost  ?  The 
Ricardians,  relying  on  the  facts  of  a  static  society,  affirm  that 
cost  is  the  fixed  point  about  which  values  may  fluctuate  but 
from  which  they  can  never  long  depart.  Their  proof  seems 
good,  and  their  law  universal  so  long  as  the  search  for  facts 
is  confined  to  a  society  in  which  the  consumption  of  its 
members  is  unchanged. 

In  a  dynamic  society,  however,  these  phenomena  are 
different.  The  increase  of  industrial  efficiency  is  used  in 
supplying  new  wants  of  greater  intensity,  instead  of  supply- 
ing old  wants  more  completely.  At  the  same  time  every 
increase  in  the  variety  of  consumption  enables  society  to 
transfer  its  labors  from  the  margin  of  production  in  the  old 
occupations  to  new  occupations.  With  every  change  in  a 
dynamic  society,   the  marginal  increment  of  consumption 
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supplies  a  more  intense  want,  and  hence  the  marginal  values 
of  commodities  rise. 

These  facts  cause  the  phenomena  of  value  in  a  dynamic 
society  to  form  a  marked  contrast  with  those  in  a  static 
society.  In  the  latter  case  the  increase  of  industrial  efficiency 
is  used  to  supply  old  wants  more  fully,  and  thus  marginal 
values  must  fall;  while  in  the  former  case  marginal  values 
rise,  in  consequence  of  the  transfer  of  labor  from  old  to  new 
occupations.  If  marginal  values  must  gradually  rise,  because 
of  the  increase  in  the  utility  of  the  marginal  increment  of 
consumption,  the  question  arises,  how  can  marginal  costs 
tend  to  equal  marginal  values?  The  same  causes  that 
increase  marginal  values  lower  the  cost  of  production,  and 
thus  seem  to  render  any  correspondence  of  the  two  impossible. 

The  key  to  the  solution  of  this  problem  lies  in  the  increas- 
ing intensity  of  the  pain  of  prolonged  labor.  Each  addi- 
tional increment  of  labor  involves  an  increase  of  pain  to  the 
laborer;  and  he  will  cease  working  when  the  pain  of  the  last 
increment  of  labor  equals  the  utility  of  the  last  increment  of 
consumption.  Whatever  increases  the  marginal  utility  of 
the  commodities  consumed  will  cause  the  laborer  to  work 
longer  each  day. 

Fig.  I. 
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We  may  imagine  the  pain  of  each  increment  of  production 
to  be  represented  in  the  above  figure  by  the  distance  from  the 
lines  a  d  and  k  n*  while  the  marginal  increment  of  consump- 

*In  my  reasoning,  nothing  depends  upon  the  complicated  curve 
which  in  reality  the  line  a  d  makes.  I  shall,  therefore,  for  sake  of 
simplicity,  assume  that  the  first  increment  of  labor  each  day  involves 
some  subjective  pain,  a  k,  and  that  this  pain  regularly  increases  with  the 
lengthening  of  the  working  hours. 
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tion  is  measured  on  the  line  kf  and  the  length  of  the  working 
day  on  the  line  k  0.  When  the  marginal  increment  of  con- 
sumption represents  one  unit,  and  is  measured  by  k  h,  the 
length  of  the  working  day  will  be  kl,  and  the  marginal  incre- 
ment of  production  will  have  its  pain  measured  by  b  I.  When, 
however,  the  marginal  increment  of  consumption  is  increased 
to  two  units,  k  g,  because  of  an  increase  in  the  variety  of 
consumption,  the  length  of  the  working  day  will  be  increased 
to  k  m,  and  the  pain  resulting  from  the  production  of  the 
last  increment  will  be  m  c.  Let  the  changes  in  consumption 
continue  until  its  marginal  increment  is  three  units,  kf  and 
the  time  of  the  working  day  would  be  extended  to  k  o,  while 
the  pain  of  the  last  increment  of  production  would  equal  kf 
if  no  new  motives  enter  to  influence  the  producer. 

When,  however,  the  productive  power  of  society  has 
increased  beyond  a  certain  point  the  efficiency  of  the  work- 
man becomes  so  great  that  the  time  needed  to  consume  what 
he  has  produced,  cuts  into  the  time  needed  for  production, 
he  ceases  to  work  before  the  pain  of  the  last  increment  of  pro- 
duction equals  the  utility  of  the  last  increment  of  consump- 
tion. There  is  for  the  efficient  workmen  a  surplus  at  the 
margin  of  production  equal  to  the  pleasure  that  could  be 
obtained  in  using  their  time  in  unproductive  consumption. 
I  shall,  therefore,  assume  that  when  the  marginal  increment 
of  consumption  equals  kf,  the  length  of  the  working  day  will 
be  less  than  k  0,  say  k  n,  and  that  the  difference  between  the 
marginal  increments  of  production  and  consumption  is  in- 
creased by  each  subsequent  increase  in  the  productive  power 
of  society.  In  a  highly  civilized  society  the  pain  of  the 
marginal  increment  of  production  is  reduced  absolutely  as 
well  as  relatively.  The  labor  becomes  so  mechanical  that  it 
is  less  painful,  and  the  length  of  the  working  day  is  snortened 
through  the  influence  of  forces  made  active  by  the  increase 
of  consumption. 

From  this  figure  the  dependence  of  the  marginal  cost  of 
commodities  on  their  marginal  values  can  be  clearly  seen. 
Every  change  in  the  marginal  increment  of  consumption 
brings  some  change  in  the  pain  of  the  marginal  increment 
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of  production.  The  cost  of  commodities  in  a  dynamic 
society,  is  not  a  fixed  point  to  which  the  values  must  adjust 
themselves.  The  phenomena  of  the  static  society  are  reversed 
since  cost  tends  to  adjust  itself  to  value  and  not  value  to  cost. 

The  figure  also  brings  out  the  relation  of  total  cost  to 
total  value.*  When  the  marginal  increment  of  consumption 
equals  one  unit,  k  h  measures  the  value  of  each  increment 
of  the  day's  work.  The  total  value  of  the  day's  work  will 
be  the  area  k  I  b  k,  while  the  total  cost  will  be  the  space 
a  k  I  b.  The  laborer,  will  therefore,  have  a  surplus  of  a 
h  b.  As  soon,  however,  as  the  marginal  increment  of  con- 
sumption changes  from  one  to  two  units  the  value  of  each 
increment  is  doubled.  The  total  cost  of  the  day's  work 
will  now  be  the  area  a  c  m  k,  while  the  total  value  is  k  g 
cm.  A  still  greater  increase  of  the  total  value  of  the 
day's  work  will  accompany  the  rise  of  the  marginal  incre- 
ment of  consumption  to  three  units.  The  total  value  will 
now  be  the  area,  k  f  e  ny  the  total  cost  a  d  n  k,  while 
the  surplus  will  be  equal  to  a  d  e  f.  The  rapid  growth 
of  the  surplus  and  of  total  value  is  the  remarkable  fact  con- 
nected with  the  changes  in  the  variety  of  consumption,  and 
the  rise  of  its  marginal  increment.  Total  cost  also  grows, 
but  much  more  slowly. 

By  changing  the  figure  somewhat  the  influence  of  the 
marginal  increment  of  consumption  on  total  cost  and  total 
value  can  be  seen  more  clearly. 

Fig.  II. 
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*Iu  all  cases  where  values  are  regarded  as  sums,  subjective  values 
are  meant. 
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Let  the  lines  a  h,  a  k  and  a  I  measure  the  quantity  of 
goods  produced  each  day  in  three  successive  periods  of  the 
development  of  a  dynamic  society,  and  let .  the  marginal 
increments  of  consumption  of  these  periods  be  equal  to  a  e> 
a/ and  a  g.  The  three  rectangles  a  e  b  k,  afck,  and  agdl, 
will  therefore  represent  the  total  value  of  the  goods  pro- 
duced in  each  period.  When  the  change  is  made  from  the 
first  to  the  second  period,  through  the  increase  of  the  mar- 
ginal increment  of  consumption,  the  total  value  of  goods 
producecf  in  the  early  part  of  the  day,  and  measured  by  a  h 
will  be  increased  by  the  area  efmb.  I  do  not,  of  course, 
mean  that  every  increment  will  have  its  value  increased  by 
ef,  the  average  increase.  Some  articles  will  rise  much  more 
than  the  average,  and  others  may  even  fall  in  value  ;  but,  on 
the  whole,  there  will  be  an  increase  of  total  value  equal  to 
the  area  described. 

With  the  change  from  the  second  to  the  third  period  a 
similar  increase  in  the  value  of  the  goods  measured  by  a  k 
will  take  place,  and  the  total  quantity  of  goods  produced 
will  be  further  increased  by  k  I.  The  producer  gains  both 
by  the  increase  in  the  quantity  of  goods  to  be  consumed,  and 
by  the  rise  in  their  value. 

In  the  successive  periods,  however,  the  average  subjective 
cost  of  the  increments  of  consumption  decreases.  The  labor 
has  increased  in  efficiency,  and  a  greater  use  of  capital  and 
knowledge  has  been  made.  There  has  been  also  an  increase 
in  the  variety  of  consumption  through  which  much  of  the 
waste  of  production  can  be  saved,  and  a  better  use  be  made 
of  the  land.  For  these  reasons  the  lines  sb,  so  and  s 0,  which 
measure  the  cost  during  the  three  periods,  will  not  be  parts  of 
the  same  line.  During  the  second  period  the  cost  of  the  com- 
modities a  h  will  be  reduced  by  the  area  s  b  n,  and  in  the 
third  period  the  area  sop  will  be  cut  off  from  the  cost  of  the 
commodities  a  k. 

A  rise  in  the  marginal  increment  of  consumption  affects 
not  only  the  relation  of  total  cost  to  total  value,  but  also  the 
relation  of  total  value  to  the  surplus  of  utility  which  con- 
sumers   have    in    excess    of    the    value    of    commodities. 
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Every  increase  in  the  variety  of  consumption  by  raising  the 
utility  of  the  marginal  increment  of  consumption  reduces  the 
consumer's  surplus  of  utility,  and  causes  the  total  value  of 
commodities  to  approximate  more  closely  to  their  total  utility. 


Fig.  III. 


Fig.  IV. 
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Let  figure  III.  represent  the  utility  of  the  food  consumed 
by  a  person  using  only  one  article,  say  potatoes,  and  let 
j  ^  figure  IV.  represent  the  consumption  of  the  same  person 
during  another  period  when  he  has  three  kinds  of  food,  each 
of  which  affords  a  pleasure  of  consumption  equal  to  that  oT 
potatoes.  During  the  first  period,  when  he  must  su5sist"on 
potatoes  alone,  the  marginal  increment  of  consumption  a  b 


will  be  low,  and  the  total  value  of  the  potatoes  will  be  small 


in  comparison  with  the  consumer's  surplus  of  utility. 

During  the  second  period  he  uses  the  same  quantity  of 
food,  but  of  three  kinds.  The  marginal  utility  of  each  food 
will  now  be  much  greater  than  a  b,  and  total  values  will  rise 
at  the  expense  of  the  consumer's  surplus.  If  we  suppose  cd 
to  be  double  a  b,  the  following  table  will  show  the  changes 
in  the  proportion  of  total  value  to  total  utility,  and  to  the 
consumer's  surplus  in  these  figures. 

III.  IV. 

Total  utility,       -         -         -         -  15  18 

Total  value, 6  12 

Consumer's  surplus,    -  9  6 

It  will  be  noticed  that  while  total  values  were  doubled  by 
the  change,  the  consumer's  surplus  is  reduced  by  a  third. 
Every  increase  in  the  variety  of  consumption  has  a  similar 
effect.  The  consumer's  surplus  is  swallowed  up  by  the 
growth  of  total  value,  and  the  latter  constantly  approximates 
more  closely  to  the  total  utility. 
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This  conclusion  is,  of  course,  different  from  that  drawn  by- 
classical  economists.  They  assume  that  progress  lowers 
prices,  and  gives  to  consumers  the  benefit  of  improved  pro- 
duction. If  my  conclusion  is  correct,  individuals  as  con- 
sumers lose  more  than  they  gain  by  social  progress.  What 
they  gain  they  secure  chiefly  through  their  power  as  pro- 
ducers to  compel  society  to  give  them  a  larger  share  in 
distribution.  Whoever  has  not  this  power,  loses  through 
the  progress  of  society. 


j6  The   Theory  of 


XII. 
THE  DISTRIBUTION  OF  SUBJECTIVE  VALUES. 


Thus  far  I  have  disregarded  the  difficulties  of  the  distribu- 
tion of  wealth,  and  its  effects  on  the  value  of  commodities. 
It  was  necessary  to  do  this  to  free  the  discussion  from  many 
of  the  complex  relations  which  arise  in  modern  society.  In 
the  Ricardian  economics  the  theory  of  distribution  holds  so 
dominant  a  place  that  correct  theories  of  production  and 
consumption  are  likely  to  be  distorted  by  preconceived  ideas. 
To  prevent  this,  the  physiccal  basis  of  economics  must  for 
a  time  be  kept  out  of  view.  By  following  this  order  of 
development  my  task  was  made  easy  by  the  fact  that  all  the 
disagreeable  aspects  of  the  science  lie  in  the  consideration 
of  the  problems  of  distribution.  It  is  more  pleasant  to 
describe  the  surplus  of  production  than  the  deficit  of  distri- 
bution. 

It  is  greatly  to  the  credit  of  Ricardo  that  he  applied  his 
premises  unflinchingly,  even  to  the  most  dismal  facts.  Had 
he  been  held  back  like  Malthus,  by  optimistic  doctrines,  the 
theory  of  distribution  would  have  relapsed  into  that  hazy 
condition  in  which  it  was  left  by  Adam  Smith.  The  stability 
of  Ricardo's  system  is  due  largely  to  his  willingness  to  test 
his  theory  by  unpleasant  facts — a  test  which  any  new 
theory  must  also  meet. 

There  is,  however,  a  more  cogent  reason  for  a  re-examin- 
ation of  the  theory  of  distribution.  Ricardo  goes  out  from 
certain  physical  premises.  By  emphasizing  the  differences 
in  nature  he  makes  his  theory  of  distribution  depend  upon 
the  laws  of  rent  and  diminishing  returns.  An  economic 
theory,  however,  that  starts  from  man  and  society,  must 
make  its  deductions  rest  upon  the  subjective  differences 
which  result  from  social  progress.  It  must  couple  differences 
in  men  with  the  common    qualities  of  land,  just  as  Ricardo 
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made  the  differences  of  nature  and  the  common  qualities  of 
men  the  starting  point  of  his  system. 

While  natural  forces  are  free  to  society,  they  are  appropri- 
ated, and  individuals  who  are  without  them  must  pay  for 
them.  The  accumulated  results  of  civilization  are  also  free 
to  society,  but  costly  to  many  of  its  members.  The  power 
to  make  use  of  the  knowledge  and  experience  of  the  race,  is 
confined  to  those  who  have  inherited  certain  mental  qualities, 
or  have  acquired  them  by  education.  These  persons  ap- 
propriate the  accumulated  wisdom  of  the  past  in  the  same 
way  in  which  land  owners  use  the  results  of  natural  forces. 

There  are  thus  two  causes  that  give  rise  to  an  unequal 
distribution  of  wealth,  one  of  which  is  subjective,  and  the 
other  objective.  The  objective  cause  lies  in  the  differences 
of  return  obtained  from  the  various  instruments  of  pro- 
duction used  by  men.  The  subjective  cause  lies  in  the 
differences  in  men,  accompanied  by  differences  in  the  urgency 
of  the  wants  that  different  laborers  supply.  Differences  in  * 
land  form  so  good  an  example  of  the  objective  cause  that 
it  needs  no  farther  illustration.  The  subjective  cause  is  not 
so  fully  understood,  and  demands  careful  attention. 

As  a  result  of  earlier  conditions,  society  is  divided  into 
two  parts — men  with  economic  instincts,  and  those  who  lack 
these  instincts.  Those  who  save,  or  have  faculties  needed 
to  organize  our  great  industries,  become  capitalists  and  em- 
ployers, while  the  laboring  classes,  having  their  industrial 
qualities  less  fully  developed,  must  follow  manual  occupa- 
tions. The  laboring  classes,  in  a  highly  developed  social 
organism,  get  work,  not  by  the  direct  utilization  of  natural 
forces,  as  is  the  case  in  a  simpler  social  organism,  but  by 
supplying  the  wants  of  the  higher  classes.  With  every 
increase  in  population,  a  better  use  of  labor  and  natural 
forces  must  be  made  in  order  to  supply  the  increased  de- 
mand for  food  and  other  commodities ;  and,  as  a  result,  the 
laborers  become  more  dependent  upon  the  higher  classes 
who  have  the  industrial  qualities  needed  to  increase  pro- 
duction as  rapidly  as  population  increases.  .  A  growing 
nation  can  continue  progressive  only  by  placing  its  industries 
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more  completely  under  the  control  of  the  intelligent  classes, 
yet  this  increased  control  adds  to  the  evils  of  distribution. 
The  laborers  now  get  their  living,  not  as  before  directly  from 
nature,  but  indirectly  by  supplying  the  wants  of  the  higher 
classes.  In  any  society  where  the  laborers  are  increasing  more 
rapidly  than  the  employing  classes,  the  additional  laborers  get 
work  only  by  supplying  the  less  intense  wants  of  the  higher 
classes  whc  control  and  organize  industrial  forces.  There 
will  thus  be  a  constant  tendency  towards  a  lower  rate  of 
wages,  because  some  of  the  laborers  will  be  engaged  in 
producing  articles  supplying  wants  of  the  higher  classes  of 
so  little  intensity  that  only  a  low  rate  of  wages  can  be  paid. 
No  one  will  give  more  for  an  article  than  the  pleasure  he 
gets  from  it;  and  wages  must  fall  when  the  public  are  so  well 
supplied  with  commodities  that  the  consumption  of  additional 
quantities  will  give  them  but  little  pleasure.* 

An  increase  in  the  number  of  laborers,  therefore,  in  any 
occupation,  tends  to  lower  the  wages  of  laborers,  because 
these  additional  laborers  bring  upon  the  market  goods 
which  are  used  to  supply  wants  less  intense  than  those 
supplied  by  the  previous  laborers  who  are  producing  the 
same  goods.  Suppose,  for  example  an  additional  one 
hundred  men  should  wish  to  get  work  of  an  employer,  who 
already  had  one  hundred  men  and  one  hundred  thousand 
dollars  capital.  He  must  now  save  another  one  hundred 
thousand  dollars,  in  order  to  employ  them.  With  the  return 
which  he  obtained  from  the  first  one  hundred  thousand 
dollars,  he  supplied  his  most  intense  wants,  and  if  he  is  to 
save  another  hundred  thousand  dollars,  he  would  only  do 
it  to  supply  his  less  intense  wants — such  as  are  not  already 
supplied.  He  will  not  supply  these  less  intense  wants, 
unless  the  men  will  work  for  less  wages.  The  additional 
one  hundred  men,  therefore,  will  be  compelled  to  work  4for 
lower  wages,  and  then  the  wages  of  the  first  one  hundred 
men  will  also  be  reduced.  Competition  brings  all  wages 
down  to  a  level. 


*  Compare  Chapter  VIII  in  the  writer's  Economic  Basis  of  Protec- 
tion. 
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So  long  as  the  development  of  a  society  is  unaffected  by  the 
evils  of  distribution  every  increase  of  productive  power 
enlarges  the  variety  of  consumption,  and  causes  the  total 
value  of  commodities  to  approach  more  nearly  to  their  total 
utility.  The  unequal  distribution  of  wealth  reverses  this 
tendency,  and  lowers  the  marginal  increment  of  consumption. 
The  changes  that  follow  the  organic  development  Of  society 
are  checked,  and  the  wealthy  remain  so  static  that  they 
use  their  prosperity  to  supply  old  wants  more  fully,  instead 
of  increasing  the  variety  of  their  consumption.  Their 
pleasures  become  perverted,  and  they  expend  their  income 
largely  in  conventional  ways  that  will  distinguish  them 
more  fully  from  their  less  fortunate  neighbors.  This  end  can 
be  best  reached  by  duplicating  as  often  as  possible  the 
means  of  supplying  their  wants.  They  use  more  servants, 
they  keep  more  horses,  they  occupy  several  houses,  and 
wear  a  greater  variety  of  clothes  and  ornaments.  As  each 
additional  servant,  house  or  other  article  has  less  utility, 
the  value  of  the  final  increment  of  their  consumption  sinks 
quite  low. 

The  same  change  takes  place  among  the  less  fortunate 
part  of  society,  whose  wages  are  lowered.  Each  individual 
must  have  certain  absolute  utilities  which  are  necessary  to 
sustain  life.  If  his  condition  is  improved,  he  will  exchange 
these  absolute  utilities  which  ward  off  pain  but  give  little 
pleasure,  for  other  articles  that  have  a  higher  positive  utility. 
When  the  pressure  of  an  unequal .  distribution  of  wealth 
reduces  his  income,  he  gives  up  the  articles  in  the  reverse 
order  in  which  he  brought  them  into  his  consumption. 
Articles  of  a  high  degree  of  positive  utility  are  given  up 
first,  and  other  articles  having  merely  an  absolute  utility 
are  substituted  in  their  places.  Cheaper  articles  can  usually 
be  obtained,  which  will  prevent  hunger,  thirst  and  other 
natural  causes  of  misery.  The  marginal  increment  of  con- 
sumption of  the  laborer  is,  therefore,  lowered  by  the  same 
causes  that  lower  the  marginal  increment  of  the  more 
fortunate  classes. 

The  changes  following  a   more    unequal    distribution    of 
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wealth  affect  all  classes  of  consumable  goods  in  the  same 
way.  They  fall  in  subjective  value,  because  the  marginal 
increment  of  all  classes  of  consumers  is  reduced.  By  these 
changes,  the  laborers  suffer  a  double  loss  ;  the  value  of  the 
marginal  increment  of  production  falls,  and  a  greater  part 
of  their  consumption  is  composed  of  articles  which  merely 
ward  off  p'ains.  The  wealthy,  however,  secure  a  double  gain. 
The  value  of  the  goods  they  consume,  is  lowered  by  the  fall 
in  the  marginal  increment  of  consumption,  and  at  the  same 
time  the  surplus  of  utility  above  value  that  consumers  secure 
is  increased.  The  consumer's  .surplus  grows  with  everjr 
change  that  increases  the  quantity  of  goods  consumed  with- 
out increasing  their  variety. 

The  total  utility  that  a  society  derives  from  its  economic 
environment  is  divided  into  five  parts.  The  cost  represents 
the  part  of  the  utilities  needed  to  restore  to  producers  the 
vitality  lost  in  production.  Rent  is  the  share  received  by 
the  owners  of  natural  resources.  Producer's  surplus  is 
what  producers  receive  above  the  real  subjective  cost  of  their 
•  articles.  Consumer's  surplus  is  the  utility  which  consumers 
get  above  the  value  of  the  commodities  they  consume.  Free 
goods  are  those  utilities  which  are  furnished  by  nature  with- 
out the  cooperation  of  man;  they  are  free  to  society,  but 
when  appropriated  have  a  cost  to  individuals  who  are  without 
them.  Air,  sunlight,  water,  mineral  resources,  and  even  the 
mountains  and  seashore,  when  used  as  pleasure  resorts  are 
goods  of  this  character.  In  this  division  subjective  values 
are  divided  into  cost  and  producer's  surplus.  Cost,  therefore, 
is  viewed  from  the  standpoint  of  society,  and  not  from  that  of 
employers  or  of  consumers.  The  producer's  surplus  includes 
not  only  employers'  profits,  but  interest  also  and  the  surplus 
of  the  laborers.  The  surplus  of  all  the  active  participants 
in  production  is  thus  contrasted  with  the  income  derived  from 

irent.  In  a  society  where  the  distribution  of  wealth  is 
unequal,  ren£7Tree  goods  and  consumer's  surplus  pass  very 
largely  out  of  the  hands  of  the  producing  classes.  Rent,  of 
course,  goes  to  land  holders.  Consumer's  surplus  is  mainly 
received  by  those  whose  incomes  are  so  large  that  they  can 
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duplicate  the  articles  of  their  consumption  which  supply 
the  same^wants]     The  less"  fortunate  classes  In  society  get 

but  little  of  this  surplus  of  utilities,  since  the  greater  part 
of  the'ir  incomes  is  used  to  procure  articles  that  are  absolute 
utilities,  but  have  not  much  positive  utility. 

In  the  early  stages  of, social  progress,  fuel,  pasture,  and 
many  kinds  of  food  are  free  and  enjoyed  by  all  classes  of 
society.  Gradually  these  utilities  are  appropriated  and 
must  be  paid  for  by  the  *  producing  classes.  At  the  same 
time  another  class  of  free  goods,  such  as  water,  light,  and 
air,  lose  their  purity  and  excellence,  except  under  particular 
circumstances.  Where  men  congregate  together  in  large 
cities,  the  water  and  air  become  impure,  while  the  massing  of 
buildings  in  a  small  space  shuts  out  the  sunlight.  The  lack 
of  these  free  goods  in  a  pure  form  is  a  source  of  disease  and 
suffering,  unless  the  income  of  the  individual  is  so  great 
that  he  can  live  in  parts  of  the  city  where  they  are  good. 
City  life  is  also  so  depressing  that  relief  must  be  sought  in 
the  summer  months  in  the  mountains,  or  on  the  seashore 
where  pure  air,  water,  and  light  are  still  to  be  secured.  But 
the  incomes  of  the  less  fortunate  classes  are  not  large  enough 
to  allow  such  expenses,  and  hence  these  free  goods  fall  into 
the  possession  of  the  wealthier  classes. 

Fig.  V. 
'  d 
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Let  the  total  utility  enjoyed  by  society  be  represented  by 
the  area  a  b  c'd  cut  u'p  into  the  five  parts  I  have  mentioned. 
The  interests  of  producers  lie  almost  entirely  in  the  rec- 
tangle beef,  the  size  of  which  depends  upon  b'e,  the 
marginal  increment  of  consumption.  As  b  e  is  lengthened 
the  consumer's  surplus  is  absorbed  by  the  producer's  surplus, 
because  the  greater  variety  of  consumption  permits  the  use 
of  fewer  commodities  in  ways  that  make  them  mere  dupli- 
cate supplies  of  the  same  want.  At  the  same  time  the  greater 
variety  of  consumption  allows  the  use  of  the  land  for  what  it 
is  better  fitted.  Cost  is  thus  reduced,  and  rent  falls  because 
the  poorest  land  for  each  commodity  ceases  to  produce  it. 
Every  dynamic  change  in  society  increases  the  distance 
between  e  c  and/  b,  and  causes  the  producer's  surplus  to 
grow  at  the  expense  of  all  the  other  classes  of  utilities. 
Whatever  reduces  the  marginal  increment  of  consumption 
counteracts  these  changes.  Consumption  becomes  more 
static  and  less  varied.  In  this  way  the  surplus  of  consumers 
is  increased,  and  by  putting  the  land  to  fewer  uses  rent  and 
cost  are  also  increased.  Agricultural  rent  and  consumer's 
surplus  thus  increase  and  decrease  by  the  same  causes. 
Few  wants  mean  high  rents  and  a  large  consumer's  surplus. 

There  is  thus  a  conflict  of  interests  between  the  static  and 
dynamic  elements  of  society.  The  static  tendencies  reduce 
the  area  b  e  efby  reducing  b  c,  the  marginal  increment  of 
consumption.  They  tend  to  produce  a  low  value  of  finished 
goods  and  a  high  value  of  the  materials  of  production.*  The 
larger  the  consumer's  surplus  and  the  greater  the  value  of 
the  materials  of  production,  the  more  powerful  will  be  the 
static  elements  of  society  Producers,  however,  and  those 
interested  in  the  dynamic  changes  in  society,  gain  by  a  high 
value  of  finished  goods  and  a  low  value  of  material.  Society 
progresses  only  by  increasing  the  margin  between  the  two. 

The  subjective  cause  of  the  unequal  distribution  of  wealth 
therefore  lies  in  differences  in  producers  and  in  the  static  con- 
dition of  the  consumption  of  society.    Makethe  differences  in 
the  productive  power  of  the  higher  and  low^r  classes  greater 
*See  the  writer's  Premises  of  Political  Economy,  page  146. 
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thaqjhey  are,  and  the  evils  of  distribution  will  grow.     Make 


also  the  consumptlon^t  a  society  more  static^  and  these  evils 
wiirfWnTnf>  still  grggf^-  Differences  in  land  and  other  objec- 
tive causes  of  an  unequal  distribution  of  wealth  are  prominent 
only  in  the  early  stages  of  civilization,  where  differences  in 
men  are  small  and  their  consumption  static.  The  growth  of 
intelligence  reduces  the  differences  in  land  by  making  poor 
land  better  land,  while  the  increase  of  the  variety  of  consump- 
tion hastening  this  change  reduces  the  quantity  of  rent  due 
to  physical  causes. 

The  Ricardian  theory  therefore,  is,  not  the  only  explana- 
tion of  the  unequal  distribution  of  wealth.  It  is  not  even  an 
adequate  explanation  of  the  leading  phenomena  of  distribu- 
tion in  modern  industrial  societies.  Like  the  theory  of  the 
cost  of  production  and  other  Ricardian  doctrines  it  sets  up  a 
particular  for  the  general  law.  It  derives  its  strength  from 
an  undue  emphasis  of  primitive  conditions  where  men  are 
most  dependent  on  nature,  and  their  consumption  has  the 
least  variety.  It  is  at  best  a  theory  of  a  society  the  ideas 
and  wants  of  which  are  so  static  that  the  utilization  of  the 
less  productive  instruments  of  production  offers  less  resist- 
ance to  progress  than  any  change  in  the  use  of  the  better 
instruments. 
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XIII. 
THE  DISTRIBUTION  OF  OBJECTIVE  VALUES. 


In  the  foregoing  section  but  one  class  of  the  laws  of 
distribution  has  been  considered — that  relating  to  sub- 
jective values.  The  marginal  unit  of  consumption  fixes  the 
producer's  surplus,  and  every  change  in  it  increases  or 
diminishes  the  share  that  each  class  in  society  receives. 
The  whole  producing  class,  however,  is  considered  as  a  unit; 
its  interests  are  contrasted  with  the  more  static  classes 
in  society,  who  appropriate  rent,  as  well  as  the  greater  part 
of  the  free  goods  and  consumer's  surplus. 

In  a  primitive  society  before  the  sub-division  of  the 
producers  into  classes,  the  laws  of  distribution  which  depend 
upon  changes  in  subjective  values  would  be  an  adequate 
explanation  of  the  phenomena  of  distribution.  Wages, 
interest,  and  profits  make  up  the  income  of  each  producer, 
and  he  draws  no  sharp  distinction  between  them.  But  he 
does  see  the  opposition  between  his  interests  and  those 
of  the  land-owning  classes  and  other  non- producers.  He 
feels  the  burden  of  rent,  and  is  conscious,  perhaps,  that  he  is 
deprived  of  his  share -of  free  goods  and  consumer's  surplus. 
In  a  more  advanced  society  the  producers  become  separated 
into  classes,  and  the  problems  of  distribution  become  more 
complicated.  The  laborers  feel  that  their  interests  do  not 
harmonize  with  those  of  their  employers,  and  the  latter 
assume  a  function  in  society  distinct  from  that  of  the  capital- 
ists, who  save  but  are  not  active  in  production.  Wages, 
interest,  and  profits  become  distinct  funds,  each  of  which 
has  its  own  law  of  increase.  At  the  same  time,  rent  ceases 
to  be  a  single  fund  determined  by  one  law.  The  rents  from 
agricultural  lands,  city  lots  and  mines,  are  distinct  funds. 
Even  mountain  and  seashore  resorts  have  rents  whose 
amount  depends  upon  a  distinct  class  of  considerations. 
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In  the  discussion  of  subjective  values  we  considered  the 
relation  of  total  values  to  total  utilities,  and  showed  under 
what  conditions  the  sum  of  subjective  values  increases  and 
approximates  more  closely  to  the  sum  of  utilities.  Every 
increase  in  subjective  values  increases  also  the  difference 
between  the  total  cost  of  production  to  society  and  the  sum 
of  subjective  values.  The  surplus  revenue,  which  forms 
the  difference  between  the  two,  is  the  sum  for  which  each 
factor  in  distribution  is  striving,  and  the  laws  of  its  distri- 
bution are  those  for  which  we  are  seeking.  There  can  be 
no  doubt  but  that  each  factor  will  secure  enough  to  repay 
its  costs,  yet  as  society  progresses  and  the  difference 
between  total  costs  and  subjective  values  increases,  any  factor 
loses  a  relative  advantage  if  it  fails  to  secure  its  share  of 
the  surplus  revenue. 

In  this  way  the  problems  of  distribution  change  from  a 
consideration  of  subjective  to  objective  values.  The  power 
of  any  class  of  producers  to  retain  or  increase  its  share  of 
the  surplus  revenue  depends  upon  its  ability  to  control  the 
objective  value  of  its  products.  The  subjective  value  of  the 
products  may  be  high,  yet  if  the  ratio  at  which  they 
exchange  for  other  commodities  is  low  the  producers  will 
get  but  a  small  share  of  the  surplus  revenue.  If  at  one 
period  the  subjective  value  of  commodities  A  and  B  is 
three  units  each,  and  subsequently  the  subjective  value  of 
A  rises  to  four  units  and  that  of  B  to  five,  the  producers 
of  A  will  lose  by  the  rise  of  subjective  values,  because  the 
rise  will  take  from  them,  in  every  exchange,  a  part  of  the 
surplus  revenue  they  formerly  enjoyed. 

In  a  change  of  subjective  values  the  opposition  lies  between 
the  producers  as  a  class  and  the  consumers  as  a  class.  The 
higher  the  subjective  value  the  greater  the  part  of  the  whole 
sum  of  utilities  which  the  producers  will  secure,  and  the  less 
will  be  the  share  that  the  consumers  get  with  no  cost  to 
themselves.  In  changes  in  objective  values  the  opposition 
of  interests  lies  between  various  classes  of  producers.  The 
consumers  are  neutral  because  they  gain  by  the  fall  in  value 
of  one  class  of  articles  what  they  lose  by  the  rise  of  another 
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class.  Each  class  of  producers,  however,  has  a  direct  interest 
in  creating  a  high  objective  value  for  its  products,  thus 
lowering  the  objective  value  of  other  classes  of  goods. 

Therefore,  we  must  first  discover  how  changes  in  the  rela- 
tive shares  of  the  different  factors  in  distribution  show  them- 
selves in  the  objective  value  of  commodities.  In  what  way 
will  high  wages  change  the  proportion  in  which  commodities 
exchange  for  one  another?  Can  a  reduction  of  the  rate 
of  interest,  for  example,  be  discovered  by  examining  the 
changes  in  the  objective  values  of  different  classes  of  com- 
modities ?  Mill,  as  well  as  other  economists  of  the  classical 
school,  denies  that  the  objective  values  of  commodities  are 
affected  by  changes  in  distribution.  "A  rise  or  fall  of 
wages,'-'  he  says,  "  is  a  fact  which  affects  all  commodities  in 
the  same  manner,  and,  therefore,  affords  no  reason  why  they 
should  exchange  for  each  other  in  one  rather  than  in  another 
proportion."  High  wages  are  supposed  to  result  in  low 
profits,  and  low  wages  in  high  profits,  without  any  change 
in  objective  values. 

The  recent  development  of  economic  doctrine,  however, 
has  modified  this  conclusion,  and  has  shown  wrays  in  which 
the  objective  value  of  different  classes  of  commodities  can 
change  without  having  general  high  values  as  a  result. 
The  recent  discussion  of  the  law  of  interest  has  had  great 
influence  in  clearing  up  the  ideas  of  economists  on  this  sub- 
ject. It  has  been  clearly  shown  that  interest  results  from 
the  difference  in  values  of  present  and  future  goods.  Every 
change  in  the  rate  of  interest  affects  the  objective  value  of 
these  classes  of  goods.  A  high  rate  of  interest  (or  of  profits, 
in  the  terminology  of  Mill)  does  not  result  in  low  wages,  but 
in  higher  objective  value  of  present  goods. 

A  high  rate  of  wages  does  not  affect  the  value  of  all  com- 
modities alike,  as  Mill  supposes,  but  raises  the  objective 
value  of  commodities  which  are  produced  mainly  by  labor. 
It  shows  itself  in  the  two  ways.  Those  commodities  that 
are  produced  without  much  fixed  capital  rise  in  value  at  the 
expense  of  commodities  produced  with  more  fixed  capital. 
Finished  goods  also  rise  in  value  with  an  increase  of  wages, 
while  the  raw  material  falls  in  value. 
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Rent  rises  with  every  increase  of  the  value  of  raw  material 
as  compared  with  the  value  of  finished  goods.*  Every  in- 
crease of  the  approximation  of  the  value  of  the  raw  material 
to  the  finished  goods  produced  from  it  reduces  wages  and 
adds  to  rent.  The  opposition  of  interests  between  laborers 
and  landlords  is  direct,  and  any  advantage  gained  by  one 
over  the  other  is  revealed  by  changes  in  objective  values. 

Profits  arise  chiefly  in  the  newer  industries  where  the 
changes  in  the  methods  of  production  are  most  rapid.  A 
fall  in  profits,  therefore,  would  lower  the  objective  value  of 
commodities  produced  in  these  industries  and  raise  the  value 
of  goods  produced  in  the  stationary  industries.  If  steel  be 
a  sample  product  of  the  newer  industries,  and  calico  of  the 
older  industries,  a  fall  in  profits  will  cause  more  pounds  of 
steel  to  exchange  for  the  same  number  of  yards  of  calico; 
that  is,  the  objective  value  of  steel  will  fall,  and  that  of 
calico  will  rise 

A  rise  in  the  objective  value  of  a  particular  class  of  goods 
is  not  at  the  expense  of  consumers,  but  of  other  producers. 
The  objective  value  of  other  classes  of  goods  is  lowered  to 
the  extent  that  the  first  class  of  goods  rises  in  value.  If,  for 
example,  the  price  of  sugar  rises  a  cent  a  pound,  the 
producers  of  sugar  have  transferred  into  their  hands  a  sum 
of  satisfactions  which  was  formerly  enjoyed  by  other  classes. 
Out  of  what  fund  does  it  come?  Not  come  from  costs, 
because  each  producer  must  have  the  equivalent  of  his  real 
costs.  It  must  come  either  from  the  surplus  of  consumers 
or  that  of  producers.  The  size  of  the  consumer's  surplus 
depends  upon  the  difference  in  satisfaction  between  the 
marginal  increment  of  comsumption  and  the  previous  incre- 
ments. Consumer's  surplus  grows  with  changes  which  de- 
crease the  variety  of  consumption  and  lower  subjective 
values.  It  decreases  under  the  opposite  conditions.  A  rise 
in  the  price  of  sugar  would  tend  to  reduce  the  variety  of 
consumption  and  to  lower  subjective  values.  Consumer's 
surplus,  therefore,  would  be  increased  rather  than  decreased 
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by  the  rise  in  the  price  of  sugar.  The  consumer's  surplus 
in  the  consumption  of  sugar  would,  of  course,  be  decreased 
by  the  rise  in  the  price  of  sugar,  but  the  whole  consumer's 
surplus  and  not  some  one  part  of  it,  must  be  kept  in  mind. 
If  the  marginal  increment  of  consumption  is  not  changed, 
what  the  consumers  lose  by  the  rise  in  the  objective  value 
of  one  commodity,  is  regained  by  the  lower  objective  value 
of  other  commodities. 

The  same  conclusion  may  be  reached  by  another  line  of 
reasoning.  If  the  expense  of  buying  sugar  nearly  equaled  the 
pleasure  derived  from  its  consumption,  the  increase  in  price 
would  so  reduce  the  consumption  of  sugar  that  the  net  profits 
of  the  producers  would  be  reduced.  If  producers  find  it 
profitable  to  raise  the  price  of  sugar,  a  great  part  of  the  sugar 
must  supply  urgent  wants.  The  consumers,  therefore, 
would  reduce  their  consumption  of  other  articles  to  enable 
them  to  supply  their  urgent  desire  for  sugar.  Those  articles 
would  be  affected  the  most  whose  utility  barely  exceeded 
the  expense  of  securing  them,  while  the  reduced  demand  for 
them  would  lower  their  value.  Consumers  would  thus 
obtain  a  recompense,  and  the  gain  of  these  producers  would 
be  the  loss  of  other  producers. 

The  reasoning  becomes  simpler  and  clearer  when  we 
think  of  a  dynamic  society  when  its  productive  power 
is  increasing  and  the  marginal  increment  of  consump- 
tion is  rising.  The  consumers  as  a  class  could  not  gain  by 
the  increase  of  productive  power  because  a  rise  of  the  marginal 
increment  of  consumption  reduces  the  consumer's  surplus. 
A  rise  in  the  price  of  sugar,  therefore,  would  put  a  larger 
share  of  the  gains  of  improved  production  into  the  hands  of 
the  producers  of  sugar,  to  the  detriment  of  other  classes  of 
producers.  The  loss  of  the  other  producers  is  in  this  case 
not  absolute  but  relative,  which  is  the  character  of  most  of 
tjie  losses  under  present  social  conditions. 

If  we  think  in  general  terms,  overlooking  the  effects  on 
particular  commodities,  it  is  not  difficult  to  see  that  changes 
in  objective  values  do  not  increase  the  expenses  of  consumers, 
but   reduce    the   gains   of    other    producers.     While   most 
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persons,  have  definite  ideas  concerning  the  relation  of  cost 
and  value,  they  have  no  definite  idea  of  the  relation  of 
value  to  utility.  They  think  of  utility  in  a  misty  fashion  as 
exceeding  value,  but  having  no  fixed  relation  to  it.  We  must 
become  conscious  of  the  definite  relation  in  which  utility 
stands  to  value  before  we  realize  that  the  consumer's  surplus  is 
a  definite  quantity  whose  size  is  controlled  by  clearly  defined 
laws.  It  is  not  a  dumping  ground  where,  for  lack  of 
proper  classification,  utilities  can  be  stowed  away.  In  ac- 
cepting the  doctrine  that  value  depends  upon  marginal 
utility,  consumer's  surplus  becomes  one  of  the  most  simple 
and  definite  concepts  of  economic  science. 

At  this  point  we  must  pass  from  subjective  to  objective 
values.  The  share  of  the  surplus  revenue  secured  by  each 
class  of  producers  depends  upon  the  objective  value  of 
what  it  produces.  Each  producer  strives  to  increase  the 
objective  value  of  his  commodity,  thus  decreasing  the  rela- 
tive share  in  the  surplus  revenue  of  other  producers.  If, 
like  subjective  values,  objective  values  were  a  sum  to  which 
we  could  add  or  from  which  we  could  subtract,  we  would 
have  general  high  values  or  general  low  values.  The  im- 
possibility of  such  a  result  should  be  a  convincing  proof  that 
the  higher  objective  value  of  one  class  of  goods  is  impossible 
without  a  lower  value  of  some  other  class  of  goods.  It  is 
not  a  change  in  costs  which  affect  objective  values,  but 
changes  in  the  relative  increase  of  different  classes  of  goods* 

*  This  section  and  the  following  should  be  read  in  connection  with 
my  Stability  of  Prices,  (American  Economic  Asssociation,  Vol.  Ill, 
No.  6),  as  in  it  the  basis  of  my  reasoning  is  more  fully  presented. 


9<D  The   Theory  of 


XIV. 
THE  MINIMUM  SHARES  IN  DISTRIBUTION. 


As  soon  as  we  realize  that  changes  in  objective  values 
result  from  changes  in  the  relative  rates  of  increase  of  the 
various  factors  of  production,  it  is  evident  that  the  shares 
of  the  more  rapidly  increasing  factors  tend  to  decrease,  while 
that  of  the  more  slowly  increasing  factor  tends  to  increase. 
It  is  important,  therefore,  to  determine  what  is  the  lowest 
limit  to  which  the  share  of  each  factor  can  be  reduced  when 
its  rate  of  increase  is  too  rapid. 

At  first  thought  it  would  be  said  that  the  shares  of  the 
more  rapidly  increasing  factors  will  be  reduced  until  all  the 
surplus  has  passed  into  other  hands."  This  point  would  be 
reached  when  the  subjective  costs  of  the  factor  just  equaled 
the  subjective  value  of  its  products.  It  is  impossible,  how- 
ever, to  exclude  a  factor  from  all  participation  in  surplus 
revenue  because  of  differential  costs  Differences  in  fertility 
and  in  situation  enable  the  owners  of  better  lands  to  secure  a 
share  of  the  surplus,  though  the  owners  of  the  poorest  land 
are  entirely  shut  out.  The  different  cost  of  producing  goods 
permits  the  better  class  of  employers  to  hold  on  to  a  part  of 
the  surplus,  even  if  other  employers  get  no  profits.  And 
the  same  causes  always  enable  some  of  the  capitalists  and 
laborers  to  secure  differential  gains.  In  a  progressive  country 
it  is  doubtful  if  wages  ever  are  so  low  that  the  subjective 
cost  of  the  products  of  the  marginal  laborer  merely  equals 
their  subjective  value.  The  standard  of  life  of  his  class 
acts  as  a  barrier  to  the  fall  of  wages,  securing  for  him 
some  of  the  surplus. 

It  is  not  probable,  therefore,  that  the  shares  of  the  more 
rapidly  increasing  factors  are  forced  to  their  lowest  limit. 
The  fall  of  the  objective  value  of  their  products  reduces  the 
rate   of  the  increase,  while  the   rise  in  the  objective  value 
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of  the  products  of  the  more  slowly  increasing  factors  adds 
to  their  rate  of  increase.  Unless  the  difference  in  the  rates  of 
increase  is  very  great,  an  equilibrium  will  be  secured  before 
any  factor  is  forced  down  to  its  lowest  limit. 

The  limits  to  the  changes  in  objective  values  can  be  seen 
in  the  following  figure. 


F/a.YE. 


The  whole  figure  represents  the  sum  of  satisfactions  de- 
rived by  a  society  from  articles  of  value.  The  area  abed 
represents  the  sum  of  subjective  values,  the  line  b  c  the  mar- 
ginal increment  of  consumption,  and  the  area  a  b  f  e  the  sub- 
jective cost  of  producing  increasing  qantities  of  goods.  The 
line  b /being the  cost  of  the  marginal  increment  of  produc- 
tion, the  line  cf  will  equal  the  difference  between  the  mar- 
ginal increment  of  consumption  and  that  of  production. 

These  two  marginal  increments  will  not  be  equal.  The 
second  remains  less  than  the  first  in  any  society  where 
environment  is  so  favorable  that  the  laborer  obtains  a 
surplus  from  the  last  increment  of  his  production.  Differ- 
ences in  our  estimation  of  present  and  future  goods  increase 
still  more  the  difference  between  the  two  marginal  incre- 
ments. The  increase  of  value  due  to  the  change  of  future 
good  into  present  goods  is  a  surplus  value,  and  while  interest 
is  paid  the  marginal  increment  of  production  must  be  less 
than  that  of  consumption.  If  the  former  increment  were 
equal  to  the  latter  there  could  be  no  interest,  nor   could  the 
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marginal  laborer  produce  a  subjective  value  greater  than  the 
sum  of  his  subjective  costs. 

The  surplus  revenue  divided  among  the  factors  in  dis- 
tribution is  equal  to  the  sum  of  subjective  values  abed 
minus  the  subjective  cost  of  production  a  b  f  e.  This  surplus 
is  divided  into  two  parts.  The  differential  gains  are  fixed 
by  the  difference  between  the  cost  of  the  marginal  increment 
of  production  and  the  earlier  increments.  The  remainder 
is  the  surplus  value,  and  is  measured  by  the  difference 
between  the  marginal  increment  of  consumption  and  that 
of  production. 

In  relation  to  differential  gains  it  is  necessary  to  call  at- 
tention to  the  fact  that  the  order  in  which  the  different  in- 
crements of  a  factor  will  come  into  use  when  more  increments 
are  demanded  is  not  the  same  as  that  in  which  they  will  go 
out  of  use  when  fewer  increments  are  wanted.*  If  a  given 
field  will  not  come  into  cultivation  until  the  price  of  wheat 
is  *8o  cents  it  may  not  go  out  of  cultivation  until  the  price 
falls  considerably.  If  70  cents  was  the  cost  of  producing  a 
bushel  of  wheat,  and  10  cents  gave  an  adequate  return  for 
the  cost  of  bringing  the  land  into  cultivation,  a  change  in 
the  relative  increase  of  land  would  allow  the  price  of  wheat 
to  fall  to  70  cents  before  the  withdrawal  of  lands  would  exert 
an  influence  on  the  price  of  wheat.  It  is  needless  to  explain 
how  the  same  causes  affect  the  other  factors  of  production. 
The  effect  of  this  difference  is  to  increase  the  possible  fluct- 
uations in  objective  values,  and  to  reduce  considerably  the 
amount  of  differential  gains  wihch  the  more  rapidly  increasing 
factors  can  hold  when  the  value  of  their  goods  tends  to  fall. 

If  the  line  £/ represents  the  cost  at  which  the  marginal  in- 
crement of  production  was  first  produced,  a  shorter  line  b  h 
will  represent  the  minimum  cost,  below  which  the  increment 
would  cease  to  be  produced.  Therefore  the  line  that 
separates  differential  gains  from  surplus  value  is  h  g,  and 
not  the  line  f  k.  Differential  gains  under  these  conditions 
represent  the  minimum  shares  of  the  different  factors  in  the 

* Premises  of  Political  Economy,  page  34.  1 
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surplus  revenue  and  they  cannot,  be  reduced  without  an 
actual  decrease  of  production. 

In  our  figure  three  of  the  four  areas,  representing 
consumer's  surplus,  cost,  and  differential  gains  are  fixed 
,by  causes  independent  of  changes  in  objective  values. 
Changes  in  objective  values  can  only  alter  the  distribution 
of  the  surplus  value.  Whether  any  factor  obtains  a  large 
or  small  share,  depends  upon  its  relative  rate  of  increase ; 
and  as  the  relative  rates  of  increase  change  from  time  to 
time  parts  of  this  surplus  value  will  be  transferred  from 
factor  to  factor. 

The  most  extreme  case  would  be  when  there  was  no  de- 
mand for  an  increase  of  any  of  the  factors  but  one.  The 
most  slowly  increasing  factor  would  secure  all  the  surplus 
value,  and  the  more  rapidly  increasing  factors  would  obtain 
none  of  the  surplus,  except  their  share  of  the  differential 
gains.  Such  a  condition  of  affairs  would  never  happen  under 
actual  conditions.  It  merely  represents  an  ideal  case,  and 
shows  how  the  distribution  of  surplus  value  depends  upon 
objective  values.  Most  of  the  differential  gains,  however, 
will  be  absorbed  by  rent  ?nd  profits.  In  the  earlier  stages  of 
progress  rent  will  be  the  prominent  element,  while  in  later 
stages  profits  become  more  important.  The  increase  of  intel- 
ligence causes  society  to  esteem  more  highly  what  was  previ- 
ously regarded  as  the  poorer  natural  resources,  thus  reducing 
the  relative  importance  of  rent,  and  at  the  same  time  the  in- 
creasing differences  in  men  tend  to  augment  profits. 

There  is,  however,  no  sharply  defined  line  between  rent 
and  profits  on  the  one  hand,  and  interest  and  wages  on  the 
•other.  The  area  g  h \f  k  may,  under  some  conditions,  be  a 
part  of  rent  and  profits  and  under  other  conditions  it  may  be 
absorbed  by  interest  and  wages.  In  a  dynamic  society 
the  tendency  becomes  stronger  to  confine  rent  and  profits 
to  differential  gains  and  to  give  all  the  surplus  value  to  the 
capitalists  and  laborers.  Yet  any  change  in  the  relative 
rates  of  increase  of  the  various  factors  will  change  the 
distribution  of  the  surplus  value,  giving  a  part  of  it  to  land- 
lords or  to  the  managers  of  industries. 
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The  recent  fall  in  the  yalue  of  agricultural  land  through- 
out the  Eastern  States,  is  an  example  of  the  manner  in  which 
the  distribution  of  surplus  revenue  is  changed  from  one  class 
of  producers  to  other  producers.  There  has  been  no  fall  in 
the  retail  price  of  food  in  Eastern  cities;  thus  showing  that 
consumers  have  gained  nothing  by  the  fall  in  the  value  of 
farm  produce.  What  the  farmers  have  lost  has  been  secured 
by  those  classes  of  producers  who  stand  between  the  farrner 
and  the  consumer  of  food.  A  part  of  the  surplus  revenue  of 
society,  which  was  distributed  as  rent,  has  now  become 
profits. 

The  classical  economists  lay  much  stress  on  the  law  that 
rent  does  not  enter  into  the  cost  of  production,  and  Walker 
in  developing  his  theory  of  profits  claims  that  the  same 
is  true  of  profits.  According  to  the  newer  conception  of  the 
laws  of  value,  cost  of  production  does  not  determine  values, 
and  hence  the  law  in  question  cannot  be  conformed  to 
present  views  of  value.  This  law,  however,  can  be  expressed 
in  another  form.  Instead  of  saying  that  rent  and  profits  do 
not  enter  into  the  cost  of  production,  it  should  be  said  that 
differential  gains  do  not  affect  objective  values.  The  latter 
law  asserts  the  truth  of  the  former  in  a  way  that  is  free  from 
objection. 

Let  me  repeat  in  outline  the  theory  presented  contrasting 
it  with  that  of  the  classical  school.  We  begin  with  the 'dis- 
tinction between  cost  and  surplus.  Cost  is  the  pain  of  pro- 
duction, while  surplus  is  the  excess  of  satisfaction  obtained  by 
society  in  the  consumption  of  economic  goods  above  the  cost 
of  producing  them.  Both  cost  and  surplus  are  subjective 
quantities.  They  are  sums  to  which  we  can  add  or  from 
which  we  can  subtract.  The  surplus  is  now  divided  into  three 
parts — free  goods,  consumer's  surplus,  and  surplus  revenue. 
To  draw  the  line  between  consumer's  surplus  and  surplus 
revenue  we  must  f]x  the  marginal  increment  of  consumption. 
This  increment — the  last  increment  consumed — has  no  con- 
sumer's surplus.  The  consumer's  surplus  thus  becomes  a 
definite  fund  whose  amount  is  determined  by  the  marginal 
increment  of  consumption.     This  division  cuts  off  from  the 
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whole  surplus  a  definite  quantity  which  is  given  over  to  the 
consumers  without  expense  to  them.  The  remainder  of  the 
surplus  is  surplus  revenue.  It  is  a  part  of  the  expenses  of 
consumers,  but  is  not  a  return  to  producers  for  their  real 
costs. 

We  next  divide  surplus  revenue  into  two  parts — differen- 
tial gains  and  surplus  value.  The  first  is  fixed  in  amount 
by  the  differences  in  the  cost  at  which  different  articles  are 
produced.  Differences  in  nature  cause  rent ;  differences 
in  men  cause  profits.  The  distribution  of  surplus  value 
is  determined,  however,  by  changes  in  objective  values. 
This  is  the  only  portion  of  the  surplus,  therefore,  whose  dis- 
tribution is  not  fixed  by  abiding  causes,  making  the  con- 
test between  different  classes  of  producers  for  a  larger  share 
in  distribution  a  struggle  for  the  surplus  value.  Its  dis- 
tribution is  determined  by  the  rates  of  increase  of  the  various 
classes  of  producers,  because  the  objective  value  of  goods 
depends  upon  their  relative  rate  of  increase. 

There  are  thus  three  laws  of  distribution,  each  control- 
ling a  particular  portion  of  the  surplus.  To  determine 
the  whole  distribution  three  independent  investigations  must 
be  made:  the  first  relates  to  the  marginal  increment  of  con- 
sumption, because  it  determines  the  amount  of  consumer's  sur- 
plus; the  second  to  differential  costs,  because  they  determine 
the  amount  of  differential  gains  ;  and  the  third  to  the  rates  of 
increase  of  the  various  classes  of  producers,  since  they 
determine  the  distribution  of  the  surplus  value.  No  theory 
of  distribution  is  complete  without  a  clear  knowledge  of  these 
laws  and  their  effects. 

The  classical  theory,  however,  begins  not  with  a  contrast 
of  cost  and  surplus,  but  of  cost  and  objective  value.  The 
labor  theory  of  Adam  Smith  is  brought  in  to  show  that 
objective  values  of  different  commodities  depend  upon  and  are 
equal  to  the  cost  of  their  production.  Differential  gains  are 
recognized  by  Ricardo  in  the  form  of  rent,  and  surplus  value 
appears  in  the  form  of  profits.  The  laborer  does  not  share  in 
surplus  value  because  population  tends  to  increase  more 
rapidly  than  subsistence.     The  margin  of  cultivation  determ- 
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ines  the  amount  of  rent  and  the  rate  of  profits.  The  fall  in 
the  margin  of  cultivation  takes  the  surplus  value  from  the 
capitalist,  giving  a  part  of  it  to  the  landlord  as  rent,  and  the 
remainder  is  absorbed  by  differential  costs.  The  law  of  rent 
thus  becomes  the  central  point  of  the  Ricardian  theory  of 
distribution.  The  assumed  existence  of  no-rent  lands  makes 
rent  a  definite  share  that  can  be  cut  off  from  the  whole  pro- 
duct independently  of  the  other  shares  in  distribution.  Each 
of  the  other  shares  is  cut  off  in  the  same  independent 
manner,  and  what  is  left  after  all  the  other  shares  have  been 
cut  off  goes  to  the  residual  claimant.  Who  this  claimant  is, 
is  a  matter  of  dispute  among  the  followers  of  Ricardo,  though 
they  all  follow  his  general  plan  of  dealing  with  each  share 
independently  of  the  other  shares,  and,  logically  at  least, 
always  have  a  residual  claimant.  Consumer's  surplus  is  not 
clearly  defined;  its  boundaries  are  indefinite  and  its  laws 
are  not  investigated. 

In  the  new  theory  consumer's  surplus  takes  the  central 
place  occupied  by  rent  in  the  old  theory.  There  is  a  no-con- 
sumer's surplus  increment  of  consumption  in  the  place  of  a 
no-rent  tract  of  land.  As  differential  gains  do  not  lie  at  the 
basis  of  the  new  theory,  the  controversy  as  to  no-rent  land 
loses  its  theoretical  importance.  The  new  theory  predicates 
differences  in  soils,  but  it  does  not  need  the  assumption  that 
there  are  soils  of  all  degrees  of  fertility.  It  also  predicates 
differences  in  men,  but  it  does  not  assume  that  there  are 
always  men  so  inefficient  that  their  products  only  equal  their 
costs.  These  differences  are  facts  of  interest  worthy  of  in- 
vestigation, but  are  of  little  importance  either  in  the  theory 
of  value  or  of  distribution. 
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XV. 
RETAIL  PRICES. 


In  the  discussion  of  the  laws  of  distribution  it  is  traditional 
to  consider  the  product  of  industry  as  divided  among  the 
different  classes  of  producers.  The  whole  mass  of  present 
goods — the  annual  produce  of  industry — thus  becomes  either 
rent,  profit,  interest,  or  wages.  If  we  take  a  purely  objective 
standpoint  it  is  evident  that  the  material  products  of  indus- 
try, at  the  end  of  each  productive  period  are  in  the  hands  of 
the  producers,  and  must  in  some  way  be»divided  among  them. 
The  primary  question  of  distribution,  however,  is  not  the  dis- 
tribution of  the  material  products,  but  of  the  satisfactions 
which  their  consumption  affords. 

The  satisfactions  of  the  individual  consumer  lie  at  the 
basis  of  subjective  values.  His  estimates  are  those  which 
determine  the  direction  and  amount  of  production.  The 
starting  point  for  determining  subjective  values  therefore  is 
consumers'  values.  Producers'  values  are  secondary,  depend- 
ing upon  consumers'  values,  and  to  which  they  must  stand  in 
some  definite  origin.  They  are  separated  from  each  other 
by  a  gulf,  the  origin  of  which  must  be  investigated,  and  its 
width  determined. 

Producers'  values,  it  is  almost  needless  to  say,  are  whole- 
sale prices,  while  consumers'  values  are  retail  prices.  The 
classical  economists  gave  to  wholesale  prices  their  main  con- 
sideration. They  assume  that  retail  prices  are  separated 
from  wholesale  prices  by  a  certain  margin.  They  admit  that 
the  law  of  competition  works  with  more  friction  in  retail 
than  in  wholesale  prices,  yet  they  see  no  need  of  a  special 
law,  giving  the  subject  little  attention  beyond  a  few  re- 
marks as  to  the  influence  of  custom  and  habit.  From  their 
standpoint  this  scanty  attention  to  retail  prices  is  justified. 
If  costs  determine  values  and  the  distribution   of  wealth  is 
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determined  almost  wholly  by  objective  facts  relating  to  the 
environment;  if  rent  is  determined  by  differences  in  soils,  and 
profits  and  wages  by  the  margin  of  production — then  all  the 
vital  problems  of  value  and  distribution  are  settled  before  the 
distribution  of  commodities  to  consumers  begins.  Retail 
.  trade  has  no  connection  with  economic  theory  and  may  be 
neglected  by  theorists  without  any  loss. 

But  if  we  take  another  conception  of  the  cause  of 
value  and  decide  that  the  value  of  commodities  depends 
not  upon  their  cost  of  production,  but  on  their  utility  to 
consumers,  the  relation  of  retail  to  wholesale  prices  is  an 
important  link  in  the  theory  ot  values.  The  retailer  stands 
nearest  to  the  great  body  of  consumers,  and  his  prices  are 
those  that  determine  what  shall  be  the  relative  quantities  of 
the  different  commodities  consumed.  If  he  can  charge  more 
for  bread  when  improved  production  is  reducing  the  price 
of  wheat,  or  if  a  higher  price  of  meat  accompanies  the  social 
changes  which  reduce  the  price  of  cattle  and  hogs,  the  causes 
that  fix  the  relation  of  retail  to  wholesale  prices  must  be 
vital  to  the  theory  of  values.  Custom  and  habit  might 
account  for  the  slowness  with  which  a  reduction  of  retail 
prices  follows  a  fall  of  wholesale  prices,  but  they  cannot 
account  for  a  change  in  the  opposite  direction.* 

A  rise  in  retail  prices  indicates  certain  changes  in  the 
social  organism  by  which  the  utility  of  the  retail  dealer  to 
the  consumer  has  been  increased;  and  the  cause  of  this  in- 
creased dependence  of  the  latter  on  the  former  becomes 
evident  as  soon  as  we  clearly  picture  the  changes  in  family 
life  that  have  accompanied  the  increase  of  productive  power 
in  modern  times.  When  the  productive  power  of  a  nation 
is  small  the  people  are  compelled  to  economize  as  consumers 
in  order  to  exist  at  all.  The  most  available  means  of 
economy  consists  in  living  together  in  large  numbers.  A 
large  family  can  be  economical  in  many  ways  which  are  im- 
possible in  a  smaller  one.  The  supplies  can  be  purchased  in 
large  quantities;  the  waste  of  the  table  is  reduced;  and  a  much 

*See  Patten  ,  Principles  of  Rational    Taxation,  Publications   of  the 
University  of  Pennsylvania,  No.  6. 


Dynamic  Economics.  99 

smaller  proportion  of  the  members  is  taken  from  production 
to  provide  for  household  comforts.  Usually  the  journeymen 
and  apprentices  live  with  the  master,  and  they  delay  marriage 
so  long  that  the  number  of  families  is  small  in  proportion 
to  the  whole  population. 

With  the  increase  of  productive  power  comes  a  regressive 
tendency  in  consumption.  The  master  lives  by  himself  and 
each  of  his  workmen  is  enabled  to  have  his  own  family  life. 
Though  this  change  is  to  be  regarded  as  a  social  im- 
provement, it  is  necessarily  accompanied  by  great  losses  in 
consumption.  Household  work  falls  into  less  intelligent 
hands  and  the  waste  in  cooking  is  increased  as  the  families 
decrease  in  size.  The  small  family  cannot  so  readily  buy  food 
in  large  quantities  and  store  it  away  for  future  use;  while  in 
cities  it  becomes  impossible  to  keep  a  stock  of  any  size  for 
lack  of  proper  facilities.  The  cellars  are  now  filled  with 
furnaces  to  heat  the  houses,  and  are  thus  rendered  unfit  for 
storing  away  anything  but  coal.  In  most  families  the 
possibility  of  storing  food  is  limited  to  a  small  ice  box. 

In  these  and  in  many  other  ways  the  dependence  of  the 
consumer  on  the  retail  dealer  has  been  increased  by  modern 
progress.  As  the  size  of  consumers'  units  becomes  smaller, 
the  power  of  the  retail  dealer  over  the  consumer  grows,  until 
he  finally  becomes  a  necessity.  He,  is  not,  however,  to  be 
looked  upon  as  a  burden  to  the  consumer,  since  he  places 
articles  in  the  consumer's  hands  in  a  form  that  increases  their 
utility.  Just  as  the  making  of  cloth  has  been  taken  from 
the  family  and  placed  in  the  hands  of  particular  producers, 
so  the  storing  and  distribution  of  food  and  family  supplies 
have  been  taken  from  the  family  and  given  to  retail  dealers. 

Economists  have  recognized  the  social  changes  by  which 
the  making  of  cloth  and  other  articles  has  been  taken  from 
the  family  and  given  to  a  special  class  of  producers,  but 
they  have  not  adjusted  their  theories  to  the  other  social 
changes  which  make  the  home  more  private  and  a  place  not 
fitted  for  storing  food  and  goods.  The  prices  they  have  in 
mind  are  not  those  that  the  consumer  must  pay  under  his 
present  condition,  but  wholesale  prices  from  which  the  con- 
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sumer  is  separated  by  an  impassible  gulf.  Commodities  in 
the  possession  of  wholesale  dealers  are  but  partially  produced. 
The  farmer  in  raising  wheat  creates  a  form  value,  the  trans- 
portation companies  give  it  a  place  value,  and  the  retail 
dealer  in  bread  gives  it  a  time  value.  Any  theory  of  prices 
that  considers  only  the  first  two  changes  is  incomplete,  and 
shows  how  inherited  notions  prevent  men  from  seeing  the 
actual  condition  of  our  industrial  affairs. 

The  relation  of  consumers  to  the  producing  classes  is  seen 
more  clearly  perhaps  by  making  the  retail  dealers  the  repre- 
sentatives of  all  the  producing  classes.  They  exert  the 
pressure  by  which  the  changes  in  objective  values  are  affected 
and  through  which  the  distribution  of  surplus  value  is 
determined.  Their  direct  contact  with  the  consumers  enables 
them  to  determine  which  articles  can  be  raised  in  price  and 
which  must  be  lowered  so  as  not  to  lose  their  market.  Any 
increase  in  the  subjective  value  of  goods  to  consumers  is  first 
perceived  by  them;  and  other  producers  must  exert  a  pressure 
on  them  to  secure  a  share  in  the  increase  of  surplus  value 
which  accompanies  every  rise  of  subjective  values. 

A  question  naturally  arises  as  to  the  power  of  retail 
dealers  to  change  the  objective  value  of  the  commodities 
they  distribute.  Do  they  add  a  certain  per  cent,  to  each 
commodity  they  sell,  or  have  they  greater  power  to  change 
the  objective  value  of  some  commodities  than  of  others?  I 
think  the  latter  question  must  be  answered  in  the  affirmative, 
and  I  shall  use  the  following  figure  to  illustrate  my  position. 


FiyJBL 


Suppose  of  two  commodities,  A  and  B,  an  equal  quantity  of 
each,  a  m,  would  be  sold  by  the  retail  dealers  if  they  were  sold 
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at  cost,  and  that  a  n  measured  the  excess  of  satisfaction  above 
cost  which  the  consumer  receives  from  the  first  increment 
of  each  of  the  two  articles.  On  the  subsequent  incre- 
ments consumed,  the  excess  of  satisfaction  is  greater  for 
the  commodity  A  than  for  B — the  line  n  e  m  representing  the 
excess  of  satisfaction  obtained  from  the  various  succeeding 
increments  of  the  article  A,  and  the  line  n  c  m  the  same  excess 
for  the  article  B.  In  this  case  the  dealer  could  raise  the  price 
of  A  above  its  cost  to  a  much  greater  degree  than  that  of  B. 
If  he  raised  the  price  of  both  articles  by  the  equivalent  of  af, 
he  could  still  sell  a  quantity  of  A  equal  to  a  by  while  of  B  he 
could  only  sell  the  quantity  ah.  His  gross  profits  for  B 
would  be  increased  if  he  reduced  his  profit  on  each  incre- 
ment to  the  equivalent  of  a  d,  and  thus  sold  the'  quantity 
a  b.  For  A,  however,  he  would  lose  if  he  reduced  his  profit 
below  the  equivalent  of  a  f. 

The  power  of  the  dealer  to  raise  the  price  of  the  articles  he 
-  sells  depends  upon  the  direction  of  the  curve  between  n  and 
m.  If  the  satisfaction  derived  by  consumers  from  increased 
quantities  of  an  article  decreases  slowly  at  first,  and  then 
quite  rapidly  as  the  point  of  satiety  is  neared,  its  price  will 
be  higher  than  if  the  satisfaction  decreased  more  rapidly  at 
first  and  more  slowly  near  the  point  of  satiety.  Dealers  will 
find  it  easier  to  get  their  profits  from  the  first  than  from  the 
second  class  of  articles,  and  they  will  fix  their  prices  accord- 
ingly. 

If  we  pursue  our  inquiry  a  step  further  we  will  find  that 
articles  like  A  are  usually  the  necessities  or  at  least  the  com- 
forts of  life,  while  the  luxuries  usually  resemble  B.  By 
luxuries  I  mean  those  articles  that,  except  in  small  quantities* 
are  not  parts  of  the  regular  consumption  of  a  people.  When 
an  article  is  first  introduced  the  early  increments  give  intense 
pleasure,  but  soon  the  pleasure  falls  off  rapidly  and  large 
quantities  will  not  be  consumed  unless  the  price  is  very  low. 
The  curve,  therefore,  resembles  that  of  article  B.  In  the 
case  of  a  necessity  like  bread  the.  satisfaction  is  reduced 
slowly  until  the  point  of  satiety  is  nearly  reached,  then 
falling  off  rapidly.     A  rise  of  the  price  of  bread  will  reduce 
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its  consumption  much  less  than  of  an  article  that  is  more  of 
a  luxury.* 

It  would  not  be  fair  to  take  a  case  where  bread  has  an 
absolute  utility.  It  is  the  positive  utility  alone  that  I  wish 
to  measure.  If  we  consume  bread  regularly  in  large  quanti- 
ties the  satisfaction  from  the  first  increments  consumed  will 
be  less  than  if  it  is  consumed  irregularly  and  in  small  quan- 
tities, but  the  subsequent  increments  in  the  first  case  will  be 
much  nearer  the  first  increment  in  satisfaction  than  in  the 
second  case.  The  curve,  therefore,  that  represents  the  satis- 
faction derived  from  the  increments  consumed  will  be  dif- 
erent  with  different  commodities,  and  the  dealer  will  take 
advantage  of  this  fact  when  he  fixes  his  prices. 

The  retail  dealer,  therefore,  is  in  the  same  position  as  other 
producers.  He  cannot  reduce  the  consumer's  surplus,  but 
he  can  change  the  objective  value  of  certain  commodities, 
thus  increasing  his  share  of  the  surplus  value  at  the 
expense  of  other  producers.  If  his  monopoly  were  less  com- 
plete other  producers  could  change  to  a  greater  degree  the 
objective  value  of  their  commodities,  thus  getting  the  part 
of  surplus  value  now  going  to  the  retail  dealers.  The 
struggle  of  producers  for  higher  profits  affects  objective 
values  and  the  distribution  of  surplus  value.  The  con- 
sumer's surplus  is  not  affected  because  it  is  determined  solely 
by  subjective  values. 

*  There  is  an  exception  to  this  rule  in  luxuries  which  have  a  high  time 
value.  With  a  highly  fashionable  article  a  high  price  can  be  charged 
because  the  few  who  want  it  have  an  intense  desire  for  it.  After  a 
short  time  a  much  lower  price  will  yield  to  the  dealer  a  larger  gross 
profit. 


Dynamic  Economics.  103 

XVI. 
BURDENLESS  TAXATION. 


Perhaps  there  is  no  part  of  political  economy  of  which 
the  theory  is  in  such  a  state  of  confusion  as  is  that  of  tax- 
ation. All  kinds  of  arguments,  regardless  of  their  charac- 
ter, are  thrown  together,  and  the  most  opposing  views  are 
fashioned  into  one  system.  There  is  no  separation  of 
moral,  political,  and  economic  premises,  while  popular  feel- 
ing and  prejudice  too  often  displace  higher  considerations. 
Any  consistent  theory  must  be  based  upon  some  one  class 
of  facts,  which  must  be  isolated  from  other  facts  in  the  way 
most  fitted  for  emphasis.  In  the  first  place,  it  must  be 
settled  whether  the  society  is  military  or  industrial;  next 
whether  the  state  is  active  or  passive;  and  finally,  whether 
the  system  of  taxation  shall  be  based  on  moral,  political  or 
economic  considerations. 

If  the  state  is  military  in  its  character  and  passive  in  its 
policy,  it  is  a  consumer  of  wealth  and  not  a  producer.  Its 
expenses  must  then  be  met  by  taxation  based  upon  moral 
or  political  ideals.  If,  however,  the  state  is  industrial  in  its 
character,  and  active  in  its  policy,  moral  and  political 
considerations  may  be  excluded  from  taxation,  and  the 
attention  confined  to  the  economic  effects  of  different  taxes. 
The  theory  that  taxation  involves  sacrifice  and  hence  needs 
a  moral  basis,  originated  at  a  time  when  the  state  was  a  mere 
military  organization  for  the  defense  of  society  from  foreign 
foes,  or  to  gratify  national  feelings  by  aggressive  wars.  It 
has  a  further  premise  that  production  is  so  inefficient  that 
there  is  no  surplus  on  the  products  of  labor.  The  theory  of 
the  physiocrats  corresponds  to  a  state  of  society  where 
taxation  was  a  sacrifice.  As  the  laborer  had  no  surplus,  his 
taxes  deprived  him  of  the  results  of  his  labor.  Adam  Smith 
destroyed  the  basis  upon  which  the  theory  of  the  physiocrats 
rested,  yet  he  clung  to  their  theory  of  taxation  as  rigidly  as 
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he  did  to  their  theory  that  wages  are  determined  by  the 
price  of  food.  His  disciples  followed  his  example  because 
popular  feeling  sympathized  with  the  current  theory  of 
taxation.  Ricardo  bravely  fought  public  opinion  as  to  the 
cause  of  rent  and  its  effect  on  distribution,  but  he  yielded 
to  it  in  his  theory  of  taxation. 

In  an  industrial  society  the  object  of  taxation  is  to  increase 
industrial  prosperity.  An  industrial  society  does  not  ask  its 
citizens  to  sacrifice  anything  for  it.  The  State  exists  for  the 
citizens,  and  not  the  citizens  for  the  State.  The  test  of  a 
good  tax  is  that  it  creates  more  wealth  than  it  destroys.  If 
the  courts,  post  office,  parks,  gas  and  water  works,  street, 
river  and  harbor  improvements,  and  other  public  works  do 
not  increase  the  prosperity  of  society  they  should  not  be  con- 
ducted by  the  State.  Like  all  private  productive  enterprises 
they  should  yield  a  surplus.  This  does  not,  however,  mean 
that  every  expenditure  of  the  government  should  yield  a 
surplus.  The  business  of  no  private  house  will  stand  that 
test.  The  whole  return  from  industry,  however,  should  be 
increased  more  by  state  activity  than  it  is  decreased  by  tax- 
ation. 

An  analogy  can  be  drawn  between  taxation  in  general  and 
the  revenues  of  the  post  office.  When  we  affix  a  stamp  to  a 
letter,  we  think  of  the  service  of  the  post  office  in  transporting 
it.  We  recognize  the  economic  nature  of  the  service  rendered 
and  the  net  benefit  we  receive.  When,  however,  we  pay  a  tax 
for  water  or  for  a  park,  we  lose  sight  of  the  service  and  think 
only  of  the  burden.  We  do  not  ask  if  we  receive  more  than  we 
give,  but  if  we  feel  the  loss  of  the  dollar  we  pay  more  than  our 
neighbor  does.  We  wonder  if  we  cannot  get  some  millionaire 
to  pay  it,  or  if  there  is  not  some  device  by  which  we  can 
deceive  some  one  else  into  paying  it.  A  workman  would 
not  demand  that  a  stamp  should  be  sold  to  him  at  a  lower 
price,  so  that  the  cost  of  sending  a  letter  would  not  take  of 
a  relatively  larger  part  of  his  income  than  it  would  from  his 
rich  neighbor;  nor  would  he  ask  a  private  firm  to  make  the 
cost  of  potatoes  or  cloth  no  more  to  him  relatively  than  to 
a  wealthier  man.     We  have  passed  so  far  beyond  this  point 
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of  view,  that  even  the  thought  of  it  would  not  occur  to  the 
purchaser.  Why  then  should  it  have  so  much  force  when 
we  pay  for  public  improvements  ?  Is  the  one  question  moral 
and  the  other  economic,  or  is  the  difference  merely  one  of 
association  and  education  ?  It  is  undoubtedly  of  the  latter 
kind;  we  associate  government  so  firmly  with  the  military 
rule  from  which  our  ancestors  suffered,  that  we  instinctively 
demand  a  moral  and  not  an  economic  justification  for  its 
acts. 

In  saying  that  taxes  should  be  taken  from  the  surplus  which 
public  enterprise  creates,  I  do  not  wish  to  affirm  that  those 
who  make  use  of  a  given  form  of  public  service  should  pay 
the  cost  of  it.  It  is  often  said  that  those  who  use  canals, 
roads,  courts,  public  water  works  and  like  advantages  should 
pay  for  them.  Place  a  fee  equal  to  the  cost  on  the  use  of 
each  of  their  public  works,  and  the  general  public  will  have 
no  burden,  and  those  who  benefit  by  them  must  pay  for 
them.  This  idea  is  crude,  however,  and  does  not  correspond 
to  the  necessities  of  modern  industrial  life.  The  main 
benefits  of  public  enterprise  are  indirect.  The  post  office  for 
example,  renders  its  most  important  service  in  the  commerce 
it  creates  through  bringing  different  sections  into  closer  con- 
tact. Canals  create  as  much  commerce  for  railroads  as  they 
do  for  themselves.  Good  streets  and  rapid  transit  enable  a 
city  to  spread  out  over  a  larger  area  and  thus  reduce  rents. 
Our  cities  could  easily  improve  their  streets  and  run  the 
street  cars  free,  out  of  the  saving  of  rent  that  would  follow 
these  improvements.  Good  country  roads  do  not  enable 
farmers  to  ask  more  for  their  crops,  nor  do  public  markets 
in  cities  enable  dealers  to  charge  more  for  country  produce. 
Improved  harbors,  rivers  and  other  aids  to  navigation,  cut 
down  the  expense  of  transportation,  and  have  their  greatest 
effect  in  the  new  regions  they  open  up  to  commerce. 

One  end  of  taxation  is  to  create  competition.  The  Erie 
canal  keeps  down  railroad  rates,  and  takes  from  local  produ- 
cers in  the  East  their  rent  of  situation.  Notice,  for  example, 
the  fall  in  the  price  of  farms  through  western  competition. 
The  well- paved  streets  of  Paris  allow  cabs  to  compete  with 
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street  cars.     If  American  cities  would  make  their  streets  as 

good,  they  would  secure  lower  rates  and  better  service  from 
local  transportation  companies.  Parks,  sewers  and  schools, 
improve  the  health  and  intelligence  of  all  classes  of  pro- 
ducers, and  thus  enable  them  to  produce  more  cheaply,  and 
to  compete  more  successfully  in  other  markets. 

It  is  a  great  source  of  expense  and  annoyance  to  assess  the 
cost  of  each  kind  of  public  service  upon  those  who  benefit 
by  it.  The  State  would  act  unjustly  if  it  put  the  cost  upon 
those  who  use  public  improvements.  It  would  also  create  a 
burden  for  them,  as  they  would  pay  for  a  service  from  which 
other  citizens  received  an  equal  benefit.  On  the  other  hand, 
it  would  be  more  than  human  if  it  could  determine,  in  the 
complicated  conditions  of  modern  society,  the  benefit  that 
each  citizen  received  from  each  kind  of  public  service.  Any 
attempt  in  this  direction  would  stir  up  the  animosities  of 
classes  and  individuals,  without  securing  the  desired  result. 

Taxation  should  therefore  be  placed  not  on  particular 
forms  of  prosperity,  but  on  general  prosperity.  The  State 
should  not  try  to  hunt  up  the  individual  who  profits  by  each 
of  the  many  improvements  it  makes,  but  should  make  tax- 
ation a  reduction  of  the  general  surplus  of  society.  All 
taxes  come  primarily  from  this  surplus.  This  is  the  social 
point  of  view,  as  opposed  to  the  individual  point  of  view, 
which  demands  that  each  service  have  its  cost  attached  to 
it.  On  the  one  hand,  we  can  conceive  of  the  State  as  stand- 
ing in  direct  relation  to  each  individual — perhaps  as  having 
a  direct  contact  with  him.  Then  each  service  has  its  costs, 
and  the  State  must  satisfy  each  individual,  and  prove  that 
each  service  is"  greater  than  the  cost.  It  bargains  with  each 
of  its  customers  as  any  private  firm  would  do.  On  the  other 
hand,  we  can  conceive  of  the  State  as  a  factor  in  production, 
and  hence  entitled  to  a  share  of  the  undistributed  produce 
of  industry.  It  has  helped  to  promote  general  prosperity, 
and  can  demand  a  part  of  the  surplus  of  society  along  with 
landlords,  employers,  capitalists  and  laborers.  Like  the 
capitalist,  it  advances  a  part  of  the  funds  which  make  industry 
possible,  and,  like  the  laborer,  it  performs  part  of  the  work. 
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The  whole  produce  of  industry  is  divided  into  as  many- 
shares  as  there  are  agents  in  production,  and  each  of  these 
shares  is  then  subdivided  among  the  individuals  who  have 
through  this  means  helped  to  extend  production.  The  State 
gets  one  of  these  undivided  shares  which  it  must  distribute 
among  its  agents. 

When  the  State  decides  to  erect  public  works  or  to  assist 
education,  it  takes  a  part  of  this  surplus  and  turns  it  into  new 
channels.  Taxation  is  thus  always  a  distribution  of  surplus, 
and  never  a  sacrifice  to  individuals,  unless  the  growth  of 
taxation  is  greater  than  the  increase  of  the  surplus.  When 
we  decide  not  to  tax  we  merely  decide  that  other  agents  in 
production  shall  have  a  larger  share  of  the  surplus.  Prices 
are  not  higher  because  of  taxes.  They  take  a  part  of  the 
surplus  revenue,  and  thus  prevent  a  rise  in  the  objective 
values  of  particular  commodities  where  competition  is  least 
effective.  Monopolies,  whether  natural  or  those  ot  intelli- 
gence, raise  prices  as  high  as  possible  without  taxation,  and 
hence  must  bear  taxes,  for  they  can  have  no  further  effect  in 
raising  prices.* 

The  consumers  are  not  affected  by  taxation  because,  while 
prosperity  continues,  the  marginal  increment  of  consumption 
is  not  reduced,  and  the  consumer's  surplus  will  remain  the 
same.  The  more  rapidly  increasing  factors  in  production 
would  lose  their  share  of  the  surplus  without  taxation,  and 
hence  if  it  is  appropriated  by  the  State  they  have  no  addi- 
tional loss.  They  would  even  gain  by  .taxation  in  so  far  as 
the  State  used  its  funds  to  create  new  forms  of  competition. 
The  various  kinds  of  monopolies  lose  not  only  the  share  of 
the  surplus  taken  by  the  State,  but  also  find  their  remaining 
revenues  reduced  by  the  increase  of  general  intelligence  that 
results  from  State  activity. 

The  burden  of  taxation  rests  where  the  benefits  of  improved 
production  go.  It  falls  upon  the  most  slowly  increasing 
factors  in  production.  The  objective  value  of  their  products 
would  increase  so  as  to  absorb  all  of  the  surplus  revenue  due 

*  See  Patten,  Rational  Basis  of  Taxation,  page  13. 
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to  social  progress,  if  the  State  remained  a  mere  spectator  in 
the  conflict  of  classes  for  the  product  of  industry.  In  any- 
natural  distribution  they  have  the  advantage  and  secure  the 
prize.  When  the  State  does  not  tax,  it  decides  that  the 
more  static  elements  in  society  shall  get  the  surplus. 

We  now  have  the  premises  upon  which  a  system  of  taxa- 
tion in  an  industrial  society  should  be  based,  and  from  them 
the  following  maxims  are  derived,  which  should  act  as  a 
limitation  to  taxation.  The  surplus  of  society  is  so  large 
that  there  is  no  need  of  using  any  source  of  revenue  to  which 
a  legitimate  objection  can  be  made  from  an  economic  stand- 
point. A  State  rich  in  revenues  can  afford  to  let  the  burden 
of  proof  be  against  it. 

I.  Taxation  should  not  be  placed  on  individuals,  but  on 
the  sources  of  revenue.  The  increase  of  wealth,  due  to  social 
progress,  is  the  fund  from  which  the  State  should  draw  its 
income.  It  should  not  seek  to  trace  the  results  of  each  of 
its  productive  enterprises,  but  should  recoup  itself  for  all  its 
expenses  from  the  increase  of  productive  power  due  to  its 
actions.  Its  share  should  be  taken  from  the  undistributed 
income  of  society,  and  the  remainder  of  the  produce  of 
industry  should  be  left  to  distribute  itself  in  a  natural  way. 
Let  the  individual  keep  what  he  gets,  and  thus  avoid  any 
appeal  to  moral  or  political  principles  of  distribution.  • 

II.  The  increase  of  taxation  should  be  limited  to  the 
increase  of  productive  power.  It  is  only  possible  for  a  society 
to  continue  in  a  dynamic  state  so  long  as  the  incomes  of  in- 
dividuals are  increasing.  To  absorb  more  of  the  produce  of 
industry  than  could  be  obtained  through  the  increase  of  pro- 
ductive power,  would  force  society  back  to  more  primitive 
conditions,  and  thus  reduce  that  prosperity  which  it  is  the 
duty  of  the  State  to  promote.  The  State  would  then  lose  its 
purely  industrial  character,  and  would  be  compelled  to  base 
its  claims  for  support  on  moral  or  political  considerations. 

III.  Taxation  should  leave  no  one  in  a  worse  condition 
than  it  found  him.  It  should  not  reduce  the  wages  of  classes 
whose  standard  of  life  depends  upon  objective  conditions. 
This  does  not  mean  that  the  articles  consumed  by  these 
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classes  should  not  be  taxed,  but  if  they  are  taxed,  the  State 
must  see  that  the  general  prosperity  is  so  much  increased 
that  these  classes  get,  in  higher  wages  or  in  better  conditions 
for  living,  an  equivalent  for  the  tax.*  Neither  should  taxa- 
tion reduce  the  marginal  increment  of  consumption.  Any 
reduction  in  the  variety  of  consumption  will  react  on  general 
prosperity,  and  thus  make  the  tax  a  burden  upon  all  pro- 
ducers. 

IV.  Taxation  should  favor  new  forms  of  enterprise  and 
consumption.  New  industries  need  the  aid  of  the  State  to 
overcome  the  initial  difficulties  to  their  development.  The 
State  can  readily  turn  to  these  enterprises  a  larger  share  of 
the  surplus  of  society,  and  thus  make  the  interests  of  indi- 
viduals harmonize  with  the  interests  of  society.  The  State 
should  also  persistently  encourage  new  forms  of  consump- 
tion. The  inertia  of  consumers  causes  them  to  keep  up  their 
old  habits  until  the  pressure  of  necessity  forces  them  to 
modify  their  consumption.  Taxation,  properly  applied, 
would  hasten  changes  which  are  inevitable,  and  keep  the  con- 
sumption of  a  nation  more  nearly  to  the  possibilities  of  im- 
proved production.  This  taxation  should  not  be  based  on 
moral  grounds,  but  should  have  the  increase  of  prosperity 
for  its  sole  aim. 

V.  Taxation  should  have  regard  for  vested  interests.  The 
State  does  not  guarantee  these  interests,  nor  should  it  neg- 
lect to  modify  laws  which  conflict  with  the  good  of  society. 
Yet,  what  it  does  in  this  way,  should  be  done  consciously, 
and  by  other  means  than  taxation.  To  destroy  a  right  to 
property  which  exists  in  harmony  with  law  is  confiscation 
and  not  taxation. 

VI.  Taxation  should  not  be  employed  to  remedy  the  ine- 
qualities found  in  society.  These  inequalities  demand  the 
attention  ol  legislators,  who  should  endeavor  to  discover  the 
causes  of  these  evils,  and  furnish  an  adequate  remedy  for 
them.     Taxes  must  be  levied  to  secure  the  funds  needed  to 


*See  Patten,  Another  View  of  the  Ethics  of  Land  Tefiure.     Inter- 
national Journal  of  Ethics,  April,  1891. 
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carry  through  reforms,  which  will  bring  a  greater  equality 
among  the  members  of  society.  Such  taxes  are  legitimate, 
but  when  imposed  they  should  be  of  a  strictly  economic  char- 
acter. These  taxes  should  be  laid  so  as  to  impose  the  least 
burden  on  society,  and  to  check,  as  little  as  possible,  the 
general  prosperity  of  society.  As  a  long  and  bitter  experi- 
ence with  money  has  shown  that  any  endeavor  to  equalize 
the  inequalities  of  wealth  by  changes  in  the  monetary  sys- 
tem injure  most  of  all  the  debtor  classes,  so  a  like  experience 
will  show  that  schemes  to  equalize  taxation,  and  make  it  a 
burden  for  the  rich,  result  only  in  increasing  the  burden  of 
the  poor,  and  in  exaggerating  the  differences  between*  the 
classes  in  question.  Taxation  is  a  good  machine  to  aid  in 
the  development  of  the  poorer  classes,  and  they  least  of  all, 
can  afford  to  have  its  efficiency  destroyed  by  trying  to  make 
it  perform  functions  for  which  it  is  not  fitted. 
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XVII. 


THE    MARGIN    OF    PRODUCTION    IN    A   DYNAMIC 

SOCIETY. 


It  has  been  customary  to  picture  the  field  of  employment 
as  a  series  of  increments  arranged  in  the  order  of  their  pro- 
ductivity. It  is*  assumed  that  the  most  productive  incre- 
ments are  first  brought  into  use,  and  hence  the  marginal 
increment  being  the  least  productive  of  all  becomes  the 
margin  of  production.  Here  no  rent  is  paid;  and  all  the 
return  goes  to  labor  and  capital. 

From  the  premises  of  the  older  economists  this  conclusion 
could  be  justly  drawn.  They  regarded  all  laborers  as  equally 
efficient  and  all  capitalists  as  equally  active  and  ready  to 
assume  the  risks  of  production.  While  these  suppositions 
were  true,  the  margin  of  production  was  open  to  all  laborers 
and  capitalists  alike,  and  its  productivity  fixed  their  returns. 

Under  modern  conditions,  however,  new  complications 
have  arisen.  The  ordinary  capitalist  has  become  timid, 
and  hesitates  about  investing  his  capital  in  new  enterprises. 
There  is  plenty  of  money  to  be  lent  on  farm  mortgages  and 
other  safe  investments,  but  a  scarcity  of  capital  for  improving 
land,  or  for  opening  up  new  industries.  The  laborers  also 
lack  the  intelligence  needed  to  make  their  work  efficient  in 
new  enterprises.  They  do  well  enough  in  old  and  stable 
industries,  but  cannot  become  readily  adjusted  to  new  con- 
ditions. The  new  opportunities  to  labor  appear  under 
such  complex  conditions  that  they  are  missed  by  those  lack- 
ing superior  intelligence.  At  the  present  time  the  unskilled 
laborer  never  looks  for  the  margin  where  additional  employ- 
ment can  be  found.  He  competes  for  the  old  familiar 
places  and  neglects  the  new  possibilities. 

In  every  progressive  society,  however,  new  entereprises 
must  be  undertaken  to  find  employment  for  the  additional 
population  and  the  new  capital.  'Men  of  greater  intelligence 
must  be  found  ready  to  assume  the  risk  of  these  enterprises. 
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They  must  have  the  insight  needed  to  see  where  the  margin 
m^y  be  extended,  and  the  ability  to  adjust  capital  and  labor 
to  the  new  conditions  in  which  they  are  to  be  combined. 
They  need  credit  to  gain  the  confidence  of  capitalists  and 
executive  ability  to  organize  their  workmen  in  an  efficient 
way. 

I  do  not  mean  to  assert  that  the  margin  of  production  is  only 
extended  by  production  on  a  large  scale.  Often  it  is  neces- 
sary, and  usually  some  part  of  the  work  needed  to  extend 
the  margin  requires  production  on  a  very  large  scale.  Many 
of  the  parts,  however,  can  be  carried  out  by  small  producers, 
but  never,  under  present  conditions,  except  by  those  who 
possess  pluck,  credit,  executive  ability  and  other  qualities 
found  only  in  men  of  intelligence.  Those  who  extend  the 
margin  have  these  qualities  now  so  lacking  in  many 
capitalists  and  laborers,  and  hence  they  have  a  monopoly 
from  which  the  more  static  members  of  society  are  excluded. 

The*presence  of  cheap  laborers,  and  of  capital  offered  at  a 
low  rate  of  interest  on  safe  investments  does  not  indicate 
that  the  margin  of  production  is  low.  and  hence  that  society 
has  nearly  reached  the  limit  of  its  development.  The  margin 
may  be  high  in  spite  of  these  facts,  and  could  easily  be 
extended  by  men  of  intelligence.  Low  interest  and  wages 
merely  indicate  the  relative  scarcity  of  enterprising  men. 
The  safe  investor  does  not  want  marginal  investments,  and 
the  cheap  laborer  fails  in  his  endeavor  to  find  them. 

There  is,  however,  one  way  in  which  securely  invested 
capital  and  cheap  labor  can  yet  extend  production,  and  this 
outlet  for  them  often  creates  mistaken  impression  as  to  the 
location  of  the  margin  of  production.  In  every  industry 
there  is  considerable  waste,  and  if  interest  is  low  and  labor 
cheap  this  waste  can  be  reduced.  The  cheap  laborers  can 
economize  the  materials  used  in  production,  and  they  can 
give  a  higher  finish  to  the  products  of  industry.  Upon  land 
they  can  prepare  the  soil  more  completely  or  furnish  more 
fertilizers  for  it.  In  these  and  many  other  ways,  needless  to 
mention,  they  can  economize  the  waste  of  production,  and 
increase  its  products,'  but  they  never  extend  the  margin  of 
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production.  The  margin  is  only  extended  by  the  utilization 
of  new  forces.  Some  new  natural  agent  is  brought  under 
the  control  of  man,  through  which  old  wants  are  supplied 
more  easily,  or  new  wants  are  created  that  permit  a  better 
utilization  of  the  gifts  of  nature.  Intelligence  thus  finds  new 
opportunities  for  its  exercise,  while  capital  and  labor  are 
withdrawn  from  old  industries,  and  find  a  better  reward  in 
the  new. 

The  static  conception  of  the  field  of  employment  must 
therefore  be  modified  to  correctly  represent  the  character- 
istics of  this  field  in  a  dynamic  society.  The  new  increments 
of  employment  are  often  better  than  those  in  use,  yet  there 
always  remains  the  possibility  of  utilizing  some  increments 
poorer  than  any  in  use.  There  are,  therefore,  two  margins 
— a  margin  of  enterprise  where  men  of  intelligence  may  find 
employment  with  increased  returns,  and  a  margin  of  waste 
where  labor  and  capital  find  employment  at  decreasing 
returns. 

A  lowering  of  the  margin  of  waste  takes  place  with  every 
increase  of  the  static  tendencies  in  society.  The  margin  of 
enterprise  is  neglected,  and  capital  and  labor  strive  for  a 
place  at  the  margin  of  waste.  It  thus  seems  to  be  the  only 
possible  avenue  for  the  extension  of  production,  and  all 
theorists  whose  ideals  are  static  make  it  the  corner-stone  of 
their  system.  With  the  growth  of  intelligence  and  the 
increase  of  dynamic  forces  in  society,  the  extension  of  pro- 
duction takes  place  at  the  margin  of  enterprise,  and  then  it 
becomes  evident  that  while  some  capital  and  labor  are  always 
given  employment  at  the  margin  of  waste,  it  never  affords 
opportunities  for  the  gradual  growth  of  the  field  of  employ- 
ment. Safe  investments  and  cheap  laborers  stand  in  a  fixed 
proportion  to  the  field  of  employment,  but  they  check  rather 
than  aid  the  extension. 

In  any  advanced  society  this  margin  of  waste  is  relatively 
small,  and  will  not  offer  additional  employment  to  large 
quantities  of  capital  and  labor.  The  older  economists  seem 
to  suppose  that  production  might  be  indefinitely  extended,  if 
interest  and  wages  should  fall  gradually.     The  quantities  of 
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labor  and  capital  that  remain  idle  during  periods  of  depres- 
sion show  that  this  supposition  is  incorrect.  Without  new 
industries  some  additional  laborers  can  find  employment  at 
the  margin  of  waste,  but  the  number  is  so  small  that  the 
ranks  of  the  unemployed  rapidly  increase  as  soon  as  the  pro- 
gress of  society  is  checked  at  the  margin  of  the  enterprise. 
The  intelligence  needed  to  see  the  margin  of  enterprise,  and 
the  combination  of  industrial  qualities  needed  to  utilize  it,  are 
essential  elements  in  the  prosperity  of  society,  and,  without 
men  in  whom  these  qualities  are  combined,  society  must 
soon  sink  into  a  static  state,  and  wages  would  give  to  laborers 
but  a  bare  minimum. 

These  facts  of  the  present  industrial  world  give  rise  to  a 
new  class  of  monopolies,  which  may  be  called  marginal 
monopolies.  .  The  few  who  have  the  intelligence,  pluck  and 
credit,  needed  to  utilize  new  natural  forces  or  to  turn  con- 
sumption along  new  channels,  have  a  monopoly  as  definite 
as  the  landlord  had  in  the  early  stages  of  progress,  and  they 
can  demand  a  monopoly  share  in  the  produce  in  return  for 
their  services.  Low  interest  and  low  wages  do  not  indicate 
a  low  margin  of  production.  They  merely  show  that  capital 
and  labor  are  increasing  more  rapidly  than  intelligence,  and 
hence  that  objective  values  must  change  so  that  those  who 
possess  the  latter  can  divert  the  surplus  of  society  from  other 
classes  into  their  possession. 


The   diagram   represents   the   field   of  employment   of  a 
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dynamic  society  with  its  increments  so  arranged  that  those 
at  the  right  require  less  intelligence  on  the  part  of  the 
laborers,  and  less  risk  on  the  part  of  capitalists  than 
those  at  the  left.  The  increment  at  the  extreme  right,  b  c, 
will  then  measure  the  return  where  capital  is  safest  and. 
labor  least  intelligent,  and  the  other  increments  of  employ- 
ment will  have  their  return  measured  by  lines  from  a  b  to 
c  d  parallel  to  b  c.  It  will  be  supposed  for  sake  of  simplicity 
that  as  the  intelligence  needed  to  utilize  an  increment  in- 
creases the  aid  that  nature  gives  to  production  also  increases. 
Whatever  tends  to  increase  intelligence  and  enterprise  tends 
to  extend  production  farther  to  the  left  where  the  return  is 
greater,  while  cheap  labor,  and  capital  seeking  safe  invest- 
ments, tend  to  push  the  margin  farther  to  the  right  where  the 
return  is  less.  Then  a  b  and  c  d  will  be  two  lines  gradually 
diverging  to  the  left,  where  the  true  margin  of  production 
lies,  and  converging  at  the  right  where  the  margin  of  waste 
is  situated.  Under  these  conditions  the  area  b  c  %  h  would 
be  the  largest  amount  that  cheap  labor  and  safe  capital  could 
receive.  The  area  a  b  h  would  go  to  superior  intelligence 
and  enterprise,  while  c  d  g  would  become  rent. 

If  we  suppose  that  the  society  is  composed  of  two  classes, 
A  and  B,.  the  latter  having  the  greater  intelligence  and 
enterprise,  then  the  class  B  will  utilize  the  increments  of 
employment  to  the  left  of  e  /,  and  the  class  A  those  to  the 
right ;  if  the  class  B  did  not  exist  the  field  of  employment 
would  be  limited  to  the  area  b  cf  e,  because  the  class  A  lacks 
the  qualities  needed  to  bring  into  use  the  field  of  employment 
to  the  left  of  e  f.  When,  however,  the  area  a  e  f  d  has  been 
opened  up  by  the  class  B,  competition  between  the  two 
classes  can  begin  within  this  area.  Much  more  enterprise 
and  intelligence  are  needed  to  open  up  a  field  of  employment 
than  to  utilize  it  afterwards.  The  new  natural  forces  can 
be  utilized  by  class  A,  but  as  they  have  not  the  intelligence 
of  class  B  they  would,  if  employed,  produce  less  than  class 
B  by  the  area  a  e  i  h.  This  area  is  safe  to  the  more  in- 
telligent class,  and  often  enables  them  to  withstand  the 
competition  of  the  lower  class  which  seeks  to  displace  them. 
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Competition  with  class  A,  however,  would  reduce  the  return 
of  class  B  by  the  area  of  g  I  f  k.  If  they  were  isolated  from 
class  A,  the  rent  they  pay  would  equal  the  area  d  f  /, 
while  when  in  competition  with  class  A  their  rent  would 
equal  the  area  d  f  k  g. 

The  area  d  f  I  would  therefore  be  physical  rent,  as  it 
arises  from  differences  in  the  natural  agents  used  by  class  B. 
The  area  I  f '  k  g  would  be  social  rent,  because  it  is  the  result 
of  competition  with  cheaper  and  less  intelligent  laborers. 
The  first  kind  of  rent  is  due  to  physical  differences,  the 
second  to  differences  in  men.  Superior  workmen  have  a 
protection  from  cheap  labor  equal  to  the  direct  results  of 
their  greater  intelligence.  While  they  have  a  protection  in 
this  part  of  their  surplus,  they  have  no  protection  from  those 
who  have  possession  of  natural  resources.  The  latter  class 
can  now  secure  a  social  rent  in  addition  to  the  physical  rent 
they  formerly  received,  and  thus  take  from  the  producing 
classes  the  benefits  of  superior  natural  resources.* 

*Patten,  Economic  Basis  of  Protection.     Chap.  V. 
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XVIII, 
DEPENDENT  CLASSES. 


From  the  objective  standpoint  of  the  older  economists  the 
■gifts  of  nature  were  emphasized  as  the  great  source  of  the 
•surplus  to  society.  The  help  which  nature  gave  in  agriculture 
was  declared  by  the  physiocrats  to  be  the  sole  source  of  a 
net  revenue.  Adam  Smith  overthrew  this  doctrine  by 
showing  the  surplus  which  society  derives  from  the  division  of 
labor  and  the  use  of  capital.  The  knowledge  of  these  new 
sources  of  net  revenue,  however,  did  not  modify  the  objective 
way  in  which  economists  looked  at  the  processes  of  produc- 
tion. Capital  was  viewed  merely  as  a  collection  of  material 
objects  useful  to  farther  production,  and  the  division  of  labor 
as  an  objective  relation  between  producers.  With  the  dis- 
covery of  the  law  of  rent  and  of  diminishing  returns,  the 
doctrine  of  the  physiocrats  obtained,  in  a  modified  form,  a 
renewal  of  life.  While  it  was  admitted  that  a  large  part  of 
the  surplus  of  society  came  from  the  division  of  labor  and 
the  use  of  capital,  it  was  claimed  that  the  gradual  lowering 
of  the  margin  of  cultivation  took  this  surplus  from  laborers 
and  capitalists,  and  gave  it  to  the  landlords.  Under  these 
conditions,  to  be  shut  out  from  land  means  to  be  shut  out 
from  prosperity,  since  the  return  for  labor  at  the  margin  of 
cultivation  gives  but  a  bare  existence 

From  a  subjective  standpoint  the  emphasis  is  changed  from 
the  gifts  of  nature  and  the  differences  in  land,  to  inherited 
mental  qualities  and  differences  in  intelligence.  Efficient 
production  results  from  the  possession  of  certain  mental 
qualities  rather  than  from  the  possession  of  superior  natural 
forces,  and  the  laws  of  distribution  depend  upon  differences 
in  intelligence  more  than  upon  differences  in  land.  The 
causes  of  poverty  likewise  assume  another  form.  Viewed 
objectively,  the  struggle  of  society  is  a  struggle  for  land  and 
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the  gifts  of  nature.  The  margin  alone  is  free,  and  every 
reduction  of  it  takes  from  the  landless  their  share  of  the  gifts 
of  nature,  and  the  results  of  social  progress.  Viewed  sub- 
jectively, the  lower  classes  are  shut  out  from  the  margin  of 
enterprise  because  they  lack  those  mental  equalities  needed 
to  extend  production  into  new  fields.  Those  opportunities 
for  employment  which  require  the  least  intelligence  are  first 
utilized  by  society,  and  in  the  successive  stages  of  its  develop- 
ment the  field  of  employment  is  gradually  extended  to  those 
opportunities  for  employment  which  require  more  intelligence 
and  a  greater  number  of  mental  qualities  These  new  oppor- 
tunities are  better  opportunities,  but  they  require  a  higher 
type  of  a  man  to  utilize  them.  As  the  margin  of  enterprise 
rises  the  lowest  classes  in  society  are  gradually  shut  out  from 
the  margin,  and  they  are  restricted  to  the  older  and  more 
mechanical  industries.  In  these  occupations  they  must 
struggle  for  existence  without  that  relief  from  competition 
which  those  secure  to  whom  the  margin  of  enterprise  is  free 
because  of  the  possession  of  better  industrial  qualities. 

As  soon  as  the  intelligence  of  any  class  in  society  becomes 
less  than  that  needed  to  utilize  the  field  of  employment  at 
the  margin  of  enterprise,  this  class  becomes  a  dependent  class 
in  society,  and  a  hindrance  to  further  progress.  Their  util- 
ity to  society  is  less  than  what  they  cost  society.  Competi- 
tion will  always  give  to  a  man  a  sum  equal  to  what  society 
will  lose  if  he  ceases  to  produce.  Any  productive  agent  is 
sure  of  getting  all  that  its  product  is  worth  to  society.  If 
competition  does  not  give  to  a  given  class  of  producers 
enough  to  live  from,  it  is  because  the  marginal  utility  of  the 
articles  produced  is  less  to  society  than  the  cost  of  support- 
ing the  class  in  question.  Left  to  the  working  of  natural 
law,  this  class  must  die  out,  yet  in  society  such  classes  often 
exist  in  large  numbers,  because  of  the  sympathy  that  society 
has  for  human  suffering,  and  the  laws  that  are  enacted  to 
ward  off  the  full  effects  of  competition.  They  live  and 
increase  in  numbers,  not  because  of  their  utility  to  society, 
but  because  a  part  of  the  surplus  of  production  is  given  to 
them  by  society.    Some  disposition  must  be  made  by  society 
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of  the  surplus  of  modern  production,  and  if  the  sympathy 
for  poverty  is  strong,  and  the  laws  subordinate  the  interests 
of  society  to  that  of  particular  classes,  a  large  part  of  this 
surplus  may  be  used  up  in  the  vain  endeavor  to  make  pros- 
perous certain  classes  who  lack  the  subjective  qualities 
needed  to  make  them  valuable  members  of  society. 

During  the  last  century  it  was  generally  believed  that 
pauper  classes  were  of  an  advantage  to  society,  and  that 
national  prosperity  was  promoted  by  an  increase  of  their 
numbers.  We  now  see  the  error  of  this  opinion,  but  we 
have  not  advanced  far  enough  to  see  that  cheap  ignorant 
laborers  are  worth  less  to  society  than  they  cost.  They  are 
doubtless  a  source  of  profit  to  individual  employers,  but 
society  must  give  to  them  a  part  of  its  surplus.  The  balance 
between  society  and  a  class  may  not  be  the  same  as  that 
between  particular  classes  of  society.  The  cheap  goods  pro- 
duced by  cheap  labor  are  advantageous  to  individuals  whose 
incomes  depend  upon  dear  goods,  a  part  of  whose  value  is 
rent.  Cheap  commodities  mean  dear  food  and  a  higher  value 
of  articles  not  subject  to  competition.  A  change  of  objective 
values  adds  to  or  takes  from  the  prosperity  of  individuals 
and  classes,  but  it  never  adds  to  the  prosperity  of  society. 
An  increase  of  subjective  values  alone  will  add  to  the  wel- 
fare of  society,  and  to  these  values  no  individual  can  add 
who  costs  society  more  than  the  value  of  the  marginal  utility 
of  the  commodities  he  produces. 

The  loss  that  society  endures  through  the  dependent 
classes  is  not  limited  to  what  society  gives  them  above  what 
society  receives  from  them.  At  the  same  time  they  force 
society  to  give  up  to  them  a  part  of  its  surplus  they  also 
force  society  to  give  up  another  part  of  its  surplus  to  land- 
lords as  rent.  The  main  element  in  their  consumption  is 
food,  and  the  increased  demand  for  food  which  they  cause, 
raises  rent  on  land.  The  variety  of  their  food  is  also  less 
than  that  of  the  more  intelligent  classes,  and  thus  their 
demand  for  food  causes  the  land  to  be  used  for  crops  for 
which  it  is  not  best  fitted.  On  the  one  hand,  cheap  labor 
increases  the  subjective  cost  of  production,  and  reduces  the 
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surplus  of  society;  and,  on  the  other,  it  gives  a  larger  part 
of  the  reduced  surplus  to  the  landlords  and  the  dependent 
classes,  whose  interests  are  not  in  harmony  with  those  of 
society.* 

The  agitation  for  the  nationalization  of  land  is  based  on 
the  fact  that  a  large  part  of  the  surplus  of  society  goes  to 
landlords.  The  services  of  the  landlords  in  promoting  pro- 
duction, it  is  claimed,  are  not  so  valuable  to  society  as  the 
surplus  that  society  gives  up  to  them.  An  important 
doctrine  has  by  this  agitation  been  brought  to  the  public 
attention,  but  before  a  correct  decision  can  be  reached  on 
the  premises,  it  must  be  discussed  in  a  broader  way.  If 
other  classes  than  the  landlords  absorb  the  surplus  of  society, 
they,  as  well  as  the  landlords,  must  have  their  claims  to 
this  surplus  investigated.  As  long  as  the  intelligence  of 
mechanical  laborers  is  less  than  that  needed  to  extend  the 
margin  of  enterprise,  they  belong  to  the  dependent  classes, 
and  must  be  classed  with  the  other  static  elements  in  society 
that  check  its  progress,  and  absorb  its  surplus.  While  cheap 
ignorant  laborers  are  really  ''pauper"  labor,  and  must  re- 
ceive a  part  of  the  surplus  of  society  in  order  to  exist,  the 
primary  agitation  of  society  should  be  directed  against  them 
because  they  not  only  absorb  the  surplus,  but  increase  the 
part  of  surplus  which  other  static  classes  receive,  although 
they  derive  more  benefit  from  society  than  they  give  to  it. 

*See  Premises  of  Political  Economy.     Chap.  V. 
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XIX. 

THE  IMPUTATION  OF  UTILITY. 


In  their  theory  of  value  the  Austrian  economists  have 
emphasized  complementary  goods.  For  the  production  of 
a  given  commodity,  say  a  coat,  a  number  of  other  articles 
not  present  goods — cloth,  thread,  needles,  etc.,  must  be  used. 
These  articles  are  complementary  goods,  whose  values  are 
determined  by  the  value  of  the  coat  produced  by  their  aid. 
The  question  naturally,  arises  under  these  conditions,  What 
will  determine  the  value  of  each  of  these  articles  which  gets 
its  value  from  the  joint  product  ? 

The  same  problem  presents  itself  in  a  changed  form  in 
production.  Land,  capital,  and  labor  are  united  in  the  act 
of  production.  The  results  of  the  three  productive  agents 
are  commingled  in  the  joint  product.  Of  this  product  what 
part  shall  we  impute  to  each  of  the  necessary  factors  ?  To 
determine  the  justness  of  distribution  of  wealth  in  a  given 
society,  we  must  in  some  way  solve  this  problem. 

This  problem  also  arises  in  the  consumption  of  wealth,  and 
deserves  especial  attention.  The  pleasure  we  get  from  a 
given  article  is  not  a  unit  that  can  be  measured  by  itself. 
The  satisfaction  derived  from  a  dinner  is  not  the  sum  of  the 
pleasures  we  would  get  by  consuming  each  of  the  articles 
separately.  The  joint  utility  may  be  much  greater  than  sep- 
arate utilities  if  the  articles  are  harmonious,  or  much  less  if 
they  are  not.  Also  the  utility  of  a  house  or  of  a  suit  of 
clothes  is  not  the  sum  of  the  utilities  of  their  component  parts 
enjoyed  separately,  but  quite  another  sum  depending  on  the 
relation  of  the  parts  to  one  another. 

The  imputation  of  utility  to  the  various  articles  which 
form  a  complement  in  consumption  is  distinct  from  the  theory 
of  imputation   in    production.*      In   the   first    we   seek   to 

*See  Wieser,  Der  Naturliche  Werth. 
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determine  what  part  of  the  utility  derived  from  the  joint 
consumption  of  several  articles  shall  be  imputed  to  each  of 
them.  In  the  second,  we  seek  to  find  the  service  rendered 
by  each  agent  in  the  joint  act  of  production.  The  first 
problem  would  be  of  no  practical  consequence  if  the  utility 
of  the  joint  consumption  of  several  articles  always  equaled 
the  sum  of  the  ^utilities  of  the  several  parts  consumed  sepa- 
rately. It  becomes  a  vital  problem,  however,  when  it  is 
recognized  that  the  joint  utility  is  often  double  the  sum  of 
the  utilities  of  the  parts  consumed  separately,  and  that  we 
often  impute  utility  to  articles  that  cause  pain  when  con- 
sumed alone.  Suppose  that  in  isolation  the  first  increment 
of  meat  would  have  a  utility  of  7  units,  potatoes  5  units, 
bread  3  units,  coffee  4  units,  cake  6  units,  while  salt  would 
be  a  cause  of  pain,  and  that  their  joint  consumption  would 
create  a  utility  of  40  units.  To  which  of  these  articles  shall 
we  impute  the  15  units  created  by  their  joint  consumption  ? 

Though  the  solution  of  this  problem  belongs  to  psychol- 
ogy, it  presents  itself  under  such  peculiar  conditions  in 
economics  that  economists,  not  content  to  take  the  partial 
solutions  offered  by  other  investigators,  must  investigate  it 
for  themselves.  To  Bentham  is  due  the  familiar  laws  of 
measuring  utilities,  upon  which  Jevons  has  based  his 
economic  theories.  It  must  be  remembered,  however,  that 
when  Bentham  devised  his  theory  of  utility,  he  had  a 
system  of  morals  in  mind  ;  and  in  morals  the  imputation  of 
utility  is  so  simple  that  it  can  be  neglected.  We  attach 
all  the  consequences  of  an  act,  whether  evil  or  good,  to  the 
act  alone.  The  conscious  act  is  an  indivisible  whole,  while 
the  results  are  many.  We  need,  therefore,  but  to  count 
up  the  pleasures  and  pains  following  from  an  act,  and  get 
their  sums  and  the  differences.  The  net  result  must  be 
ascribed  to  the  act,  and  the  solution  of  the  question  is  not 
complicated  by  other  problems. 

While  in  morals  one  cause  produces  many  distinct  utilities, 
in  economics  many  distinct  causes  unite  to  produce  one  util- 
ity. The  laws  of  Bentham,  therefore,  must  be  greatly  mod- 
ified to  apply  to  the  imputation  of  utilities  in  economics.    A 
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few  of  these  laws  I  shall  give,  since  they  are  of  especial  im- 
portance in  determining  the  standard  of  life. 

I.  When  an  article  becomes  a  part  of  a  complement  of  goods 
in  the  standard  of  life,  we  impute  to  it  a  utility  equal  to  the 
difference  between  the  total  utilities  of  the  complement  with  and 
without  the  article.  In  accordance  with  this  principle  we 
attribute  to  the  new  articles  in  the  standard  of  life  a  higher 
utility  than  to  those  long  in  use.  Our  measure  of  the  utility  of 
new  articles  is  definite,  and  we  are  conscious  of  the  nature  of 
the  satisfaction  that  comes  from  their  possession.  This  prin- 
ciple also  causes  us  to  estimate  too  highly  the  utility  of  the 
separate  articles  composing  a  complement.  The  loss  of  utility 
resulting  from  the  absence  of  each  article  in  turn  would  in 
most  cases  aggregate  a  much  greater  sum  than  the  total 
utility  of  the  complement.  Therefore,  we  must  correct  our 
estimate  based  on  this  law  by  some  of  the  other  laws  influ- 
encing the  imputation  of  utility. 

II.  When  the  number  of  the  complements  into  which  an 
article  enters  increases,  we  impute  more  utility  to  it.  In  our 
diet  wheat  bread,  potatoes  and  meat,  have  much  utility, 
because  they  can  be  prepared  in  many  ways,  while  corn, 
cabbage  and  bananas,  which  we  consume  in  but  few  forms, 
have  a  low  utility.  Sugar  has  great  utility  because  of  the 
great  variety  of  ways  in  which  we  find  it  pleasant.  Liquor 
and  tobacco  to  primitive  men  at  least  are  other  examples  of 
the  law.  A  liquor  tastes  well  to  a  person  well  or  sick,  hot 
or  cold,  and  in  a  great  variety  of  forms.  Most  of  the  luxu- 
ries are  of  the  same  class.  The  associations  are  all  pleasant, 
and  their  effects  are  cumulative. 

There  is  another  class  of  goods  following  the  same  law 
which,  for  lack  of  a  better  term,  I  shall  call  public  utilities. 
I  mean  pleasures  which  are  not  exclusive,  and  can  be  enjoyed 
by  different  persons  at  the  same  time.  The  more  we  see  of 
parks,  museums,  pleasant  streets,  fine  houses,  and  places  open 
to  or  seen  by  the  public,  the  more  urgent  does  our  desire  for 
them  become.  Good  air  or  pure  water  to  a  primitive  man  ex- 
cites no  feeling,  but  their  associations  are  now  so  many  and 
pleasant  that  the  higher  types  of  men  are  willing  to  pay  well 
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for  them.  The  growing  desire  for  cleanliness  affords  another 
illustration.  As  we  make  it  an  element  in  a  greater  number 
of  complements,  our  love  for  it  increases  until  it  is  so  strong 
that  we  strive  to  make  it  an  element  in  every  complement. 

III.  When  the  disagreeable  associations  of  an  article  in- 
crease, we  change  the  imputation  of  utility  font  it  to  the 
means  by  which  the  disagreeable  association  is  prevented. 
When  the  appetites  and  passions  are  strong  the  mere  grati- 
fication of  sensual  desires  gives  keen  pleasure,  while  the 
conditions  under  which  the  desire  is  gratified  are  easily- 
overlooked.  The  gradual  reduction  of  these  sensual  desires 
brings  the  consumption  of  men  more  under  the  influence  of 
psychological  conditions,  and  disagreeable  associations  attach 
themselves  to  many  articles  reducing  their  utility,  unless 
they  become  part  of  a  complement  of  goods,  through  which 
these  associations  are  avoided.  We  thus  impute  more  of  the 
utility  of  clothes  to  their  form  and  color  and  less  to  their 
warmth  ;  more  of  the  utility  of  food  to  the  manner  of  its 
preparation  and  less  to  the  articles  themselves ;  and  more  of 
the  utility  of  a  house  to  its  furniture,  ornamentation  and 
location,  and  less  to  its  material.  A  great  multitude  of 
associations  come  in  to  modify  the  primary  pleasures  of 
civilized  men,  while  to  the  articles  producing  them  is  imputed 
the  greater  part  of  the  whole  utility  derived  from  each  com- 
plement of  goods. 

IV.  Articles  for  which  there  are  substitutes  are  estimated 
at  their  separate  utilities.  We  change  our  imputation  of 
utility  as  soon  as  a  substitute  is  found  for  one  article  in 
a  complement  of  goods.  To  the  other  articles  of  the  com- 
plement we  now  give  more  of  the  total  utility  of  the 
complement.  ,  Cotton  and  wool  in  many  respects  satisfy  the 
same  wants.  Merely  to  be  warm  and  comfortable  creates 
little  satisfaction.  We  can  get  that  in  many  ways.  The 
gratification  derived  from  our  apparel  is  not  imputed  to  arti- 
cles keeping  us  warm,  but  those  that  serve  other  ends.  Fat 
meat  has  lost  in  utility  because  so  many  other  articles  serve 
the  same  ends.  Lean  meat,  however,  has  risen  in  utility 
because   there  is  no   substitute  for   it,  and   we   impute  to 
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it  more  of  the  total  utility  of  the  various  combinations  it 
enters.  Formerly  liquor  was  the  only  complement  to  most 
of  the  foods  in  common  use.  They  were  not  satisfying  with- 
out it.  It  is  now  losing  its  utility  because  sugar  is  in 
many  cases  a  substitute  for  it.  Many  sweet  articles  serve 
this  end,  and  hence  we  are  beginning  to  impute  less  utility 
to  liquor  and  more  to  other  articles  of  food  for  which  there 
are  no  substitutes.  It  is  also  well  known  that  tobacco  and 
sugar  are  not  harmonious,  and  cheap  sugar,  therefore,  is 
likely  to  lower  the  utility  of  tobacco  as  well  as  of  liquor.* 

V.  When  the  source  of  utility  is  uncertain  we  impute  it  to 
the  articles  with  the  greatest  utility.  It  often  happens  that 
the  sum  of  utility  derived  from  a  complement  increases  with- 
out new  articles  coming  in.  Some  substitute  for  an  article 
may  also  be  found  or  some  disagreeable  association  may  at- 
tach itself  to  it  thus  lowering  utility  we  attribute  to  it.  In 
these  cases  and  in  others  of  their  class  we  impute  the  utility 
not  otherwise  determined  to  the  articles  having  the  greatest 
utility.  If  a  man  recovers  suddenly  from  an  illness  he  at- 
tributes his  recovery  to  some  medicine,  article  of  diet,  or  form 
of  exercise  of  which  he  is  fond.  An  unexpected  pleasure 
will  always  be  attributed  to  sources  with  which  our  greatest 
pleasures  are  associated.  If  a  dinner  proves  especially  satis- 
factory we  attribute  our  feelings  to  some  favorite  diet  or 
beverage.  In  this  way  the  strong  pleasures  tend  to  grow  at 
the  expense  of  the  weak. 

VI.  Changes  in  the  imputation  of  utility  are  retarded  by 
the  static  classes  whose  standard  is  not  rising.  If  there  were 
no  lower  classes  we  would  impute  a  less  utility  to  the  neces- 
sities of  life  and  a  higher  utility  to  the  comforts  and  luxuries 
that  enter  into  the  various  complements  of  goods.  The  con- 
sumption of  the  lower  classes  is  largely  of  food  and  products 
that  create  a  strong  demand  for  land.  The  price  of  food 
must  therefore  remain  high  to  check  the  rapid  increase  of 
their  numbers.  If  the  higher  classes  do  not  offer  the  same 
price  for  food  they  are  displaced  by  competition.     The  lower 

*See  Patten,  Consumption  of  Wealth,  page  20. 
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classes  fix  the  limit  below  which  the  utility  imputed  to  food 
by  the  higher  classes  cannot  go.  Thus  they  are  prevented 
from  imputing  high  enough  utility  to  new  articles  to  cause 
them  to  become  a  part  of  the  standard.  The  utility  we  im- 
pute to  an  article  must  at  least  equal  its  cost.  Therefore 
what  prevents  us  from  attaching  a  higher  utility  to  new 
articles  tends  to  keep  them  out  of  the  standard. 

The  following  table  will  help  to  make  my  meaning  clear: 

A  B 

House 7  9 

Meat 5  4 

Bread 3  2 

Clothing 3  4 

Books o  3 

Fruit o  1 

Music o  1 

Let  A  and  B  represent  two  competing  classes  of  which  B 
is  the  more  intelligent.  The  income  of  the  members  of  class 
B  is  one-third  greater  than  that  of  class  A,  and  both  classes 
are  supposed  to  use  their  entire  income  to  purchase  the  arti- 
cles in  the  list.  The  figures  indicate  the  relative  utility  that 
each  class  would  impute  to  the  article  if  its  members  were  a 
society  by  themselves.  Music  and  fruit  are  the  new  articles 
having  just  entered  the  standard  of  class  B,  and  will  be 
dropped  out  if  its  consumption  must  be  curtailed.  While  their 
income  is  represented  by  24  units,  and  they  impute  the  utility 
to  each  article  as  given  in  the  table,  these  new  .forms  of  con- 
sumption can  remain  a  part  of  the  standard.  When,  how- 
ever, they  are  placed  in  competition  with  class  A  they  must 
impute  more  utility  "to  meat  and  bread,  or  the  latter  class  will 
secure  all  the  food.  Therefore  class  B  must  leave  music  and 
fruit  out  of  their  standard  and  remain  static  until  some  new 
social  change  increases  their  income. 

VII.  The  static  classes  in  society  tend  to  impute  any  in- 
crease of  utility  to  their  strong  pleasures,  while  the  pro- 
gressive classes  impute  it  to  the  new  articles  in  their  standard 
of  life.  This  law  is  an  inference  from  the  preceding  ones. 
Where  no  n^w  elements  enter  the  complements  of  goods 
social  changes  increasing  utilities  cause  the  static  class  to 
attribute  this  new  utility  to  the  articles  with  the  highest  util- 
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ity.  The  progressive  classes,  however,  create  new  comple- 
ments or  enlarge  those  now  in  use,  and  thus  tend  to  attribute 
less  utility  to  the  old  articles  and  more  to  the  new. 

VIII.  We  impute  to  each  economic  good  a  subjective  cost 
equal  to  its  objective  value.  No  one  estimates  his  costs 
as  less  than  the  objective  value  of  the  goods  he  produces. 
He  may  see  that  his  neighbors  or  the  members  of  another 
class  are  wrong  in  the  cost  they  impute  to  what  they  pro- 
duce, yet  he  finds  a  ready  excuse  for  the  same  act  in  his  own 
case.  Pain  can  be  attributed  to  any  set  of  circumstances  or 
to  a  series  of  causes  in  turn.  A  person  can  also  impute  to 
himself  a  pain  his  ancestors  bore.  He  associates  them  so 
closely  with  himself  that  he  justifies  his  income  through 
their  suffering  as  though  it  was  his  own.  In  this  way  there 
is  no  end  to  the  amount  of  cost  that  individuals  and  classes 
can  pile  up  to  magnify  their  own  evils  or  to  offset  any  claim 
society  can  make  against  them.  Carey's  method  of  disprov- 
ing the  existence  of  rent  is  a  good  example.  He  takes  first 
the  cost  of  opening  up  a  locality,  adding  to  it  the  cost  of 
improving  the  land,  then  the  cost  of  the  roads  and  bridges, 
then  of  schoolhouses  and  churches,  etc.,  until  he  has  a  sum 
that  exceeds  the  possible  value  of  the  land  In  the  same 
way  all  kinds  of  bodily  pains  may  be  attributed  to  labor, 
though  they  are  felt  long  after  the  labor  is  performed.  No 
matter  how  large  the  income  is  it  is  always  possible  to  ag- 
gregate a  sum  of  pains  equal  to  it  and  to  associate  them  with 
it.  Objective  values  are  so  definite  and  the  cause  of  pain  so 
indefinite  that  producers  go  from  one  commodity  to  another 
and  impute  to  each  of  them  enough  pain  to  make  costs  and 
value  identical,  unconscious  of  the  fact  that  the  same  pain 
may  be  included  in  the  costs  of  many  different  articles. 

When  the  classical  economists  assumed  that  the  cost  of 
production  always  equalled  the  value  of  commodities,  they 
acted  upon  a  psychological  principle  and  not  upon  an  in- 
duction from  industrial  facts.  They  needed  no  proof  for  a 
law  according  to  which  every  one  acted.  It  is  only  through 
the  growth  of  social  feelings  that  we  see  the  error  of  the 
primitive  method  of  imputing  costs  and  hence  become 
willing  to  use  a  more  objective  standard  in  measuring  them. 
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XX. 

THE  STANDARD  OF  LIFE. 


In  discussions  relating  to  the  standard  of  life  two  oppos- 
ing views  are  current.  It  may  be  held  that  high  wages 
come  before  a  high  standard,  or  that  the  high  standard  is 
the  cause  of  high  wages.  An  increase  of  manufacturing  ac- 
tivity raises  wages,  and  if  the  period  of  activity  endures  for 
some  time  the  workmen  become  so  accustomed  to  the  new 
standard  that  they  retain  it  permanently.  From  the  first 
point  of  view,  a  discussion  of  the  standard  of  life  is  supple- 
mentary to  the  theory  of  production  and  distribution.  If 
more  is  produced,  or  the  product  is  more  equally  dis- 
tributed, the  standard  rises,  but  it  cannot  rise  if  neither  of 
these  causes  acts  in  its  favor.  The  causes  that  fix  the  stand- 
ard are  thus  objective  to  the  individuals  or  classes  inter- 
ested, and  they  cannot  influence  it  except  by  increasing 
production  or  by  some  organization  that  will  alter  the  dis- 
tribution of  wealth.  The  wage  fund  theory,  for  example, 
gives  to  laborers  no  influence  in  fixing  their  wages  except 
in  the  slight  control  they  have  over  their  numbers.  To  dis- 
cuss the  standard  of  life  in  this  or  any  similar  way  is  simply 
to  go  over  again  the  theories  of  production  and  distribution, 
and  make  a  few  inductive  applications  to  the  condition  of 
workmen  in  particular  nations  or  at  a  given  time. 

If  we  recognize,  however,  that  a  rise  in  the  standard  of 
life  precedes  and  is  the  cause  of  the  rise  in  wages  which  fol- 
lows, the  basis  upon  which  the  standard  of  life  rests  must 
be  changed  trom  the  phenomena  of  production  to  those  of 
consumption.  It  now  becomes  possible  to  proceed  deduc- 
tively from  the  laws  of  consumption  making  the  laws  regu- 
lating the  standard  a  part  of  the  theory  of  consumption. 
It  will  be  necessary,  however,  first  to  make  some  preliminary 
distinctions  as  to  the  different  classes  into  which  society  is 
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divided.  To  see  how  the  laws  of  consumption  regulate  the 
standard  of  life  the  classes  of  society  whose  standard  is  de- 
termined directly  by  their  consumption  must  be  isolated  from 
other  classes  whose  standards  are  determined  partly  or 
wholly  by  objective  conditions.  It  is  not  possible  to  affirm 
that  a  high  standard  comes  before  high  wages  unless  pro- 
ducers have  some  power  to  alter  the  conditions  of  production. 
They  must  have  the  intelligence  and  enterprise  needed  to 
extend  production  into  new  fields,  though  they  may  lack  the 
motive  to  do  it  until  the  increased  urgency  of  new  wants 
forces  them  to  work  longer  or  more  intelligently. 

From  this  standpoint  society  is  divided  into  three  classes. 
First,  the- enterprising  or  higher  classes,. whose  standard  is 
primary  because  it  depends  directly  upon  their  consumption; 
second,  (the  intelligent  laborers)  whose  standard  is  secondary 
because  it  depends  partly  upon  their  consumption  and  partly 
upon  their  relations  to  the  enterprising  class  above  them; 
and  third,  the^mechanical  laborers,  ;whose  standard  depends  <L* 
wholly  upon  conditions  objective  to  them.  We  shall  con- 
fine our  attention  at  first  to  the  higher  classes,  who  can 
utilize  new  opportunities  for  labor  when  the  intensity  of 
their  wants  increase,  and  hence  are  able  by  themselves  to 
maintain  a  higher  standard  of  life.  The  causes  that  deter- 
mine the  intensity  of  wants  have  already  been  discussed  as  a 
part  of  the  theory  of  consumption,  though  a  few  of  them 
need  additional  emphasis  to  bring  out  more  clearly  their 
connection  with  the  standard  of  life. 

The  first  condition  of  a  high  standard  is  the  reduction  of 
primitive  appetites  and  passions.  So  long  as  a  few  primi- 
tive wants  are  intense  the  standard  will  be  limited  to  the  few 
articles  which  gratify  these  appetites.  The  relative  urgency 
of  other  wants  can  only  increase  when  the  primitive  wants 
sink  to  a  level  with  the  new  desires  of  civilized  life. 

A  second  condition  lies  in  the  economic  order  of  consump- 
tion. When  commodities  have  a  cost  those  articles  are  placed 
first  which  have  the  highest  excess  of  utility  above  cost. 
Any  change  in  the  cost  of  producing  articles  changes  also 
the  order  in  which  they  are  consumed.     Many  articles  must 
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have  about  the  same  excess  of  utility  before  a  high  standard 
of  life  becomes  a  possibility.  The  cheapening  of  articles 
that  already  have  a  relatively  low  cost  would  tend  to  lower 
the  standard  of  life.  It  is  raised  only  by  reducing  the  cost 
of  relatively  dear  articles,  so  as  to  increase  the  number 
of  articles  having  the  same  relation  of  cost  to  utility. 

A  still  more  important  condition  relates  to  the  increase  in 
the  number  of  complementary  goods.  The  primitive  man 
has  a  strong  appetite  and  enjoys  each  of  his  crude  pleasures 
regardless  of  the  conditions  under  which  he  consumes  them. 
Each  pleasure  is  independent  of  the  others,  the  whole  con- 
sumption of  each  individual  being  made  up  of  isolated  parts 
which  appeal  to  some  one  of  his  feelings  or  senses.  As 
soon,  however,  as  the  primitive  appetites  and  passions  are 
weakened,  the  pleasure  derived  from  any  article  depends 
more  or  less  completely  upon  the  mental  associations  which 
accompany  its  consumption  A  patch  on  the  coat  of  a 
primitive  man  does  not  decrease  the  pleasure  he  derives  from 
it.  He  only  associates  warmth  with  coats,  and  the  patch 
does  not  affect  this  quality.  To  the  more  civilized  man,  the 
patch  will  destroy  all  the  pleasure  he  derives  from  the  coat, 
even  making  it  a  source  of  pain.  Articles  of  diet  that  are 
sources  of  great  pleasure  to  primitive  men  are  often  sources 
of  disgust  to  civilized  men  if  they  are  not  served  in  connec- 
tion with  new  articles  that  have  pleasant  associations.  A 
hat  or  a  pair  of  gloves  which  by  themselves  would  be  to 
their  wearers  a  source  of  pleasure  become  a  cause  of  pain 
when   they  do  not  harmonize  with  the  other  articles  worn. 

There  is  little  need  of  further  illustrating  this  familiar 
principle,  but  an  important  application  of  it  may  easily  be 
overlooked.  As  the  associations  which  we  have  with  a  given 
group  of  articles  increase,  it  becomes  more  important  to  avoid 
the  disagreeable  associations  and  to  receive  the  full  effect  of 
those  that  are  agreeable.  The  articles  that  prevent  the  first 
class  of  associations  and  secure  the  second,  acquire  a  utility 
which  they  could  not  have  by  themselves.  We  transfer  the 
utility  from  the  necessities  of  life  which,  to  the  primitive 
man,  are  by  themselves  sources  of  great  pleasure,  to  the  ar- 
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tides  that  must  accompany  them  to  avoid  bad  associations 
or  to  acquire  good  ones.  If  the  utility  of  the  whole  wear- 
ing apparel  on  a  given  occasion  T>e  100  units,  and  a  pair 
of  gloves  of  a  particular  shade  were  needed  by  a  fashionable 
person,  he  might  regard  the  utility  of  the  gloves  as  50  units 
or  equal  to  the  utility  of  all  the  remaining  articles  without 
the  gloves.  At  a  Thanksgiving  dinner  we  give  to  cranberries 
a  part  of  the  utility  which  a  primitive  man  would  give  to 
the  turkey,  to  the  sauce  what  he  would  give  to  the  pudding, 
and  to  the  table  decorations  what  he  would  give  to  the  food. 

As  an  effect  of  these  associations  a  large  number  of  articles 
acquire  a  utility  which  they  could  not  have  to  primitive  men. 
Luxuries  are  articles  that  the  civilized  man  must  have  to 
keep  disagreeable  associations  from  destroying  the  utility 
of  necessities^  Hence  as  civilization  progresses  necessities 
must  relatively  lose  in  utility  so  that  the  luxuries  may  in- 
crease in  utility.  If  we  wish  a  pleasant  dinner  or  an  attract- 
ive costume,  we  must  first  find  out  the  cost  of  the  luxuries, 
and  the  rest  of  the  total  utility  can  be  imputed  to  the  neces- 
sities. The  last  article  that  enters  a  complement  of  goods 
has  often  the  greater  part  of  the  utility  of  the  group  centered 
in  it  The  new  article  is  a  necessity  to  the  men  whose  com- 
plement of  goods  is  increased,  but  it  is  a  luxury  to  the  man 
with  a  smaller  complement  of  goods. 

Therefore,  articles,  enter  the  standard  of  life  with  a  high 
value.  They  become  a  part  of  the  standard  not  because  the 
income  of  consumers  is  increased  so  that  they  can  consume 
articles  that  have  to  them  a  lower  utility,  but  because  the  new 
articles  have  transferred  to  themselves  a  part  of  the  utility 
which  formerly  was  imputed  to  the  articles  already  a  part  of 
the  standard.  If  the  expense  of  the  new  standard  is  greater 
than  the  old  the  consumer  will  not  throw  out  the  new  arti- 
cles, but  will  readjust  his  whole  consumption  or  strive  to 
increase  his  productive  power  by  extending  production  at 
the  margin  of  enterprise.  The  new  articles  are  fixed  points 
of  high  utility  about  which  his  whole  consumption  is 
grouped.  Because  of  them  he  becomes  dynamic  in  his  con- 
sumption and  progressive  in  his  production. 
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The  three  main  conditions  for  increasing  the  stanchird  of 
life  have  now  been  made  plain.*  First,  the  strength  of  the 
primitive  appetite  and  passions  are  reduced;  then  the  eco- 
nomic order  of  consumption  is  so  changed  that  more  articles 
have  the  same  excess  of  utility  ;  and  finally  the  growth  of  the 
number  of  groups  of  complementary  goods  compels  men  to 
impute  a  large  part  of  the  utility  of  the  whole  group  to  the 
last  articles  that  enter  it.  When  the  articles  composing  the 
standard  of  life  do  not  have  the  same  relation  of  cost  to  util- 
ity there  is  a  tendency  to  change  the  utility  imputed  to  the 
various  articles  which  are  parts  of  complements  so  as  to 
make  the  excess  of  utility  the  same. 

In  the  following  tables  the  differences  in  the  conditions 
determining  a  high  and  a  low  standard  of  life  are  manifest. 
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Table  I.  shows  the  excess  of  utility  derived  from  the  con- 
sumption of  articles  which  form  a  low  standard  of  life,  and 
table  II.  shows  the  same  for  a  high  standard.  In  the  first 
case  a  large  number  of  articles  have  no  excess  of  utility,  and 
hence  do  not  form  a  part  of  the  standard.  In  the  second 
case  the  various  articles  have  so  nearly  the  same  excess  of 
utility  that  the  one  will  not  be  preferred  to  the  other.  The 
marginal  increment  of  consumption  rises  to  two  units  from 


*See  also  Section  VI.  of  the  Consumption  oj   Wealth. 
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lack  of  time  to  produce  more.  The  tendency,  therefore,  is  to 
increase  the  efficiency  of  production,  or  to  make  economies 
in  consumption,  so  as  to  retain  all  the  articles.  If  hard 
times  come  and  the  income  is  reduced,  the  increments  of 
consumption  which  have  an  excess  of  two  units  will  not  be 
consumed;  but  no  article  will  be  dropped  from  the  standard, 
nor  can  there  be  any  change  in  it  until  the  conditions  of 
consumption  are  modified. 

In  this  argument  making  the  standard  of  life  a  part  of  the 
theory  of  comsumption,  and  not  of  production,  I  have  con- 
sidered only  those  classes  whose  standard  is  primary.  XlieX- 
have  the  intelligence  needed  to  extend  production  at  the 
margin  of  enterprise  when  the  old  conditions  will  not  allow 
them  to  satisfy  their  new  standard.  The  higher  standard  in 
their  case  precedes  the  increase  of  income.  They  work  more 
efficiently  because  of  the  increase  in  the  intensity  of  their 
wants. 

In  the  skilled  workman)  whose  standard  is  secondary,  the 
primitive  appetites  and  passions  are  stronger,  the  number 
of  groups  of  complementary  goods  is  smaller,  and  pleasure 
depends  more  upon  sensation  and  less  upon  association. 
Their  standard,  therefore,  is  determined  more  fully  by  the 
economic  order  of  their  consumption  than  is  that  of  the 
higher  classes.  Still  the  subjective  elements  enter  quite 
largely  into  the  causes  which  fix  their  standard  of  life,  en- 
abling them  to  resist  many  tendencies  that  would  otherwise 
lower  it.  The  primary  standard  of  the  higher  classes  also 
exerts  an  important  influence  in  this  direction.  It  keeps  a 
higher  ideal  before  the  workmen  and  enables  them  to  partici- 
pate in  many  of  the  enjoyments  of  a  higher  civilization, 
which  otherwise  would  be  out  of  their  reach.  They  have 
some  power  to  extend  production  by  moving  from  one  part 
of  the  field  of  employment  to  another,  and  to  some  degree 
can  modify  their  consumption  so  as  to  utilize  their  re- 
sources more  fully.  In  these  ways  they  can  resist  any  fall  in 
wages,  but  are  not  likely  to  raise  their  standard,  thus  secur- 
ing higher  wages  until  pressure  is  brought  to  bear  upon 
them  by  a  rise  in  the  standard  of  the  classes  above  them. 
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The  merely  mechanical  laborers  can  hardly  be  said  to  have 
a  standard,  as  they  are  really  dependent  upon  society,  and 
only  exist  because  society  gives  them  a  part  of  its  surplus. 
Of  this  class  it  is  true  that  an  increase  of  wages  must  pre- 
cede a  rise  of  their  standard.  Yet  changes  in  the  economic 
order  of  consumption  are  gradually  creating  conditions  that 
will  give  them  a  greater  variety  of  consumption,  thus  erect- 
a  subjective  barrier  to  a  fall  in  wages.  While  these  causes 
are  slowly  at  work,  they  are  protected  by  objective  condi- 
tions so  long  as  society  remains  dynamic.  The  increase  of 
the  productive  power  of  the  higher  classes,  the  growth  of 
capital  and  commerce,  and  all  the  other  elements  promot- 
ing general  prosperity,  create  employment  for  them  and, 
except  under  peculiar  conditions  and  during  times  of  great 
industrial  depression,  enable  them  to  resist  a  fall  in  wages. 
Yet  these  objective  conditions,  however  favorable,  cannot  be 
relied  upon  to  raise  their  standard  of  life.  This  can  come 
only  through  causes  affecting  their  consumption  ;  and  there 
is  little  hope  of  progress  in  this  direction  until  the  subject- 
ive conditions  that  maintain  the  standard  of  the  higher 
classes  exert  more  influence  upon  the  lowest  classes  of 
society. 
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XXI. 
THE  THEORY  OF  PRODUCTION. 


It  may  surprise  the  reader  to  be  told  that  the  theory  of 
production  is  one  of  the  most  neglected  portions  of  political 
economy,  in  view  of  the  fact  that  the  word  is  used  so  fre- 
quently and  almost  every  economic  treatise  calls  its  first  part 
by  this  title.  Yet  but  few  of  the  subjects  treated  under  this 
head  belong  to  the  theory  of  production,  and  if  they  do  they 
are  still  viewed  primarily  from  the  standpoint  of  distribu- 
tion. Even  in  Adam  Smith  the  latter  conception  predomi- 
nated, while  the  revolution  in  economic  theory  caused  by 
Ricardo  took  from  production  what  little  emphasis  Adam 
Smith  gave  it.  Ricardo  did  not  write  upon  production  at 
all,  and  if  his  followers  had  been  as  frank,  and  had  kept  in 
the  theory  of  distribution  all  of  the  theories  that  really 
belong  to  it,  there  would  have  been  much  less  confusion  of 
ideas. 

In  these  theories  the  section  on  the  division  of  labor  is  all 
that  really  belongs  to  production.  The  remaining  sections 
deal  either  with  the  hindrances  to  improved  production  or 
clear  the  ground  for  a  justification  of  interest  and  rent.  Of 
the  first  part  the  law  of  diminishing  returns  is  the  corner- 
stone. Yet  this  law  does  not  explain  how  production  is  ex- 
tended; it  merely  reveals  the  necessity  of  an  unequal  distri- 
bution. The  theory  of  capital,  also,  does  not  show  how 
capital  acts  in  production.  It  simply  shows  that  capital  is 
an  essential  element  in  production,  and  hence  its  owner  can 
secure  for  himself  a  share  in  distribution.  And  to  justify 
him  in  taking  this  share  capital  is  made  a  species  of  labor, 
or  an  analogy  is  shown  between  the  sacrifice  of  the  capitalist 
and  the  efforts  of  the  laborer. 

It  is  one  thing  to  show  that  land,  labor  and  capital  are 
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sources  of  revenue  and  essentials  of  production,  and  quite 
another  to  show  how  they  aid  in  extending  production. 
Sources  of  revenue  are  merely  the  essentials  of  production 
which  are  limited  in  quantity.  Water  is  as  much  an  essen- 
tial of  production  as  land  or  capital,  and  when  limited  in 
quantity  it  becomes  a  source  of  revenue.  Yet  in  such  a  so- 
ciety to  show  how  the  lack  of  water  hinders  its  progress  and 
reduces  the  incomes  of  workmen  would  not  help  one  to  un- 
derstand the  processes  of  production  nor  indicate  how  they 
might  be  improved. 

Production — it  must  be  kept  in  mind — is  the  increase  of 
utilities.  Many  utilities  are  the  immediate  product  of  natu- 
ral forces,  but  if  the  sum  is  to  be  increased  man  must  in 
some  way  direct  the  action  of  natural  forces.  Efficient  pro- 
duction secures  the  co-operation  of  more  natural  forces,  and 
prevents  the  waste  of  energy  that  would  result  if  there  was 
no  intelligent  direction.  The  theory  of  production  must 
show  where  this  greater  co-operation  and  economy  of  natural 
forces  is  possible,  and  what  qualities  in  men  will  create  in 
them  a  desire  to  make  a  better  use  of  nature. 

The  concept  which  men  have  of  production  must  vary 
with  their  civilization.  To  a  primitive  man,  in  his  isolated 
state,  labor  and  natural  objects  are  the  essentials  of  produc- 
tion. The  articles  of  wThich  he  makes  use  are  not  thought 
of  as  the  results  of  natural  processes.  He  finds  about  him 
an  aggregate  of  objects  whose  utility  can  be  increased  by 
labor,  and  hence  he  regards  labor  and  not  nature  as  the  pro- 
ducing agent. 

At  a  later  period  when  government  becomes  firmly  estab- 
lished, and  population  increases  so  far  as  to  cause  a  struggle 
for  existence,  the  concept  of  production  changes.  Three  fac- 
tors in  production  are  now  recognized — land,  labor  and  capi- 
tal. This  change  is  not  due  to  the  introduction  of  a  new 
factor  (capital)  but  to  a  new  standpoint  from  which  produc- 
tion is  viewed.  Land  is  not  an  agent  in  production,  but  as 
the  possession  of  all  natural  forces  are  given  by  society  to 
the  owner  of  land,  the  possession  of  land  carries  with  it  the 
control  of  all  natural  forces.     Nor  can  capital  itself  be  re- 


Dynamic  Economics.  137 

garded  as  a  productive  agent.  It  is  made  up  solely  of  inert 
materials  which  have  no  utility  except  as  they  are  changed 
into  some  other  form  through  the  agency  of  man  or  nature. 
Yet  the  possession  of  these  objects  carries  with  it  the  right  to 
share  in  the  produce  of  industry,  and  hence  we  assume  they 
have  a  productive  power  which  belongs  only  to  natural 
forces  or  to  the  men  who  direct  them. 

As  the  struggle  for  existence  causes  men  to  think  of  land 
and  forget  the  natural  forces  which  the  owner  of  land  con- 
trols, so  it  also  leads  them  to  think  of  capital  and  forget  the 
man  back  of  it  who  makes  it  efficient.  The  material  is  em- 
phasized while  the  mental  qualities  are  overlooked.  There 
is  some  justification  for  this  confusion  in  the  early  stages  of 
industrial  progress,  when  the  capitalist  possesses  all  the 
mental  qualities  needed  for  improving  production.  The 
capitalist  and  his  capital  are  intimately  associated  in  the 
public  mind.  He  is  the  active  and  controlling  factor  in  pro- 
duction, and  it  matters  little  whether  the  income  he  derives 
from  his  industry  be  said  to  come  from  his  labor  or  capital. 

In  a  static  economy  the  theory  of  production  may  be  neg- 
lected because  an  increase  of  production  is  not  contemplated. 
It  is  natural,  therefore,  that  distribution  should  become 
prominent,  and  that  land  and  capital  should  get  the  em- 
phasis which  should  be  given  to  the  natural  conditions  and 
mental  qualities  aiding  production.  But  in  a  dynamic  econ- 
omy this  neglect  is  impossible.  If  production  is  to  be  kept 
progressive,  the  causes  of  productive  power  must  be  investi- 
gated. The  aggregates  which  are  included  under  land,  labor, 
and  capital  must  be  broken  up,  and  the  elements  readjusted 
into  a  new  system.  We  must  overlook  the  channels  through 
which  society  receives  its  income,  and  seek  its  sources. 

This  investigation  involves  also  a  change  from  an  objec- 
tive to  a  subjective  standpoint.  We  are  apt  to  associate 
labor  as  an  agent  in  production  with  the  laborer,  and  decide 
that  the  former  is  the  aggregate  contribution  of  the  latter. 
Viewed  objectively,  the  laborer  is  wholly  engaged  in  put- 
ting things  in  motion,  and  hence  his  muscular  power  re- 
ceives sole  attention.     The  mental  qualities  that  direct  pro- 
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duction  we  associate  with  the  capitalist,  and  an  investigation 
of  them  is  isolated  from  our  conception  of  the  laborer.  But 
from  a  purely  subjective  standpoint,  we  have  nothing  to  do 
with  the  laborers  and  capitalists  as  distinct  classes.  Certain 
mental  qualities  aid  in  the  production  of  wealth,  and  we 
must  isolate  the  qualities  to  find  how  each  of  them  assists 
production,  and  not  the  men  who  possess  them.  With  the 
progress  of  society  new  qualities  become  active  and  produc- 
tion is  forced  into  new  channels. 

As  the  psychical  premises  of  a  race  improve,  intelligence 
becomes  a  more  conscious  agent  in  production,  muscular 
activity  losing  its  relative  importance.  Putting  things  in 
motion  still  continues  a  necessity,  but  the  increase  of  pro- 
duction depends  not  so  much  on  the  quantity  as  upon  the 
direction  of  the  motion.  Shall  iron  be  put  in  motion  to- 
wards a  forest  or  towards  a  coal  mine  ?  Shall  cotton  and 
wool  be  put  in  motion  towards  a  spinning  wheel  or  towards 
a  modern  factory  ?  Shall  the  seed  be  put  in  motion  in  April 
or  July  ?  To  decide  these  questions  the  subjective  and  not 
the  objective  conditions  of  the  producers  must  be  known. 

After  each  psychical  progress  in  a  race  the  line  of  least 
resistence  in  production  changes,  the  mechanism  of  its  pro- 
duction being  modified  to  enable  it  to  follow  its  new  incli- 
nations. All  the  psychical  elements  of  human  nature  lie 
back  of  the  capital  and  the  muscles  we  see,  and  there  are  as 
many  agents  in  production  as  there  are  distinct  mental  qual- 
ities exercised  by  producers. 

From  this  standpoint  the  theory  of  production  must  con- 
sider both  the  active  mental  qualities  of  producers  and  the 
conditions  of  nature  which  tend  to  develop  higher  intelli- 
gence in  men.  If  the  laws  of  nature  were  such  that  men  of 
a  lower  type  could  avail  themselves  as  fully  of  natural  forces 
as  their  superiors  the  latter  would  have  no  advantage  in  the 
struggle  and  there  would  be  no  tendency  for  the  psychical 
motives  to  change  in  a  way  that  would  encourage  better 
processes  in  production.  Improvements  in  production  al- 
ways indicate  a  change  in  race  psychology,  and  that  a  higher 
type  of  man  has  been  utilizing  some  natural  force  out  of  the 
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reach  of  the  lower  types.  With  some  new  faculty  active 
the  relation  of  a  society  to  its  environment  is  changed, 
and  production  is  modified  in  a  way  that  demands  less  labor 
to  secure  the  desired  results.  There  are  many  natural  con- 
ditions aiding  the  higher  races,  but  the  following  are  so 
prominent  that  they  require  mention. 

1  The  Intermittent  Action  of  Nature.  The  changes 
of  the  seasons  create  opportunities  to  utilize  natural  forces  of 
which  immediate  use  must  be  made,  or  the  opportunity  is 
lost.  The  seed  must  be  put  in  the  ground  in  the  spring, 
and  the  grain  harvested  in  an  equally  short  period  in  sum- 
mer. If  psychical  motives  do  not  prompt  individuals  to 
hold  in  check  other  desires  while  they  utilize  these  periods, 
they  lose  the  most  available  means  of  increasing  production. 
The  farmer  who  associates  sunshine  in  August  with  his  hay 
crop  has  different  psychical  premises  and  creates  a  different 
mechanism  of  production  from  his  neighbor  who  associates 
the  same  sunshine  with  a  visit  to  a  circus,  or  an  opportunity 
to  fish  or  hunt. 

2.  Latent  Forces.  The  higher  races  have  a  potent 
advantage  in  the  latent  forces  of  nature.  Of  these  coal  is  a 
typical  example;  but  the  increase  of  intelligence  is  bringing 
other  cases  into  prominence,  either  where  nature  has  stored 
up  forces  that  man  can  use,  or  where  man  in  imitation  of 
nature  learns  how  to  store  up  forces  for  his  future  use. 

3.  The  Localization  of  Natural  Forces.  The  soil,  heat 
and  mineral  resources  are  not  equally  distributed.  The  cli- 
mate, rainfall  and  other  conditions  upon  which  agriculture  de- 
pends are  also  quite  different,  Production,  therefore,  must 
be  localized  to  take  advantage  of  these  forces.  Products 
must  often  be  taken  to  several  places  so  that  the  final  result 
can  be  secured  with  the  least  effort.  Intelligence  finds  one 
of  the  best  fields  for  its  action  in  the  utilization  of  local 
advantages,  and  the  growth  of  the  motives  favoring  com- 
merce, makes  an  epoch  in  human  progress. 

4.  The  Persistence  of  Forms.  If  a  nation  has  only  those 
kinds  of  food  that  cannot  be  stored,  but  little  progress  can  be 
made  in  production.     Fruits  or  meat  without  ice  or  salt  do 
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not  furnish  the  basis  for  regular  industry.  Rice  or  corn  are 
much  less  enduring  than  wheat,  and  without  the  latter  ar- 
ticle much  of  modern  commerce  would  be  impossible.  All 
forms  of  fixed  capital  depend,  also,  on  the  continuation  of 
matter  in  the  form  which  man  gives  to  it.  Where  earth- 
quake or  cyclones  are  common,  a  narrow  limit  is  put  upon 
great  enterprises.  The  activity  of  insects,  the  action  of 
frost,  the  rusting  of  metals  and  the  decay  of  vegetable  pro- 
ducts, retard  the  development  of  industry,  and  create  a  field 
for  the  use  of  intelligence  in  counteracting  these  changes. 

5.  The  Efficiency  of  Serial  Labor.  The  slow  action  of 
natural  forces  aided  by  the  permanence  of  material  forms,  af- 
fords man  an  opportunity  to  modify  the  action  of  natural 
forces,  making  them  efficient  for  production.  The  forces 
of  nature  are  abundant,  but  are  wasted  unless  made  to 
act  in  turn  on  the  products  of  industry.  A  commodity  is 
the  result  of  the  consecutive  action  of  a  series  of  forces. 
Every  extension  of  the  time  of  production  allows  new  forces 
to  act  or  makes  those  in  use  more  efficient.  Capital  is  the  re- 
sult of  serial  production.  It  is  not  a  productive  force  but 
merely  partially  formed  goods  in  a  somewhat  permanent 
form  capable  of  being  changed  into  consumable  commodities 
through  the  action  of  new  forces. 

In  addition  to  these  objective  conditions  of  production 
there  are  also  certain  subjective  conditions  having  a  social 
origin.  Society  is  not  an  objective  reality,  but  it  creates  a 
subjective  place  for  itself  in  the  modifications  of  the  race 
psychology  produced  by  it.  In  the  development  of  race 
psychology  new  motives  enter  which  modify  the  actions  of 
individuals,  changing  the  character  of  their  industrial 
activity.  Every  adjustment  of  society  to  nature  creates 
in  its  members  a  new  feeling  which  causes  them  to  adhere  to 
the  new  social  arrangement.  Ideals  are  formed  and  feelings 
are  generated  which  have  a  binding  force  upon  all  individuals 
of  a  given  race.  Certain  of  these  ideals  and  their  corre- 
sponding feelings  have  become  so  marked  that  they  are 
prominent  forces  in  production. 

1 .  Future  Welfare.     The  desire  to  have  the  future  pro- 
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vided  for  is  an  active  agent  in  production.  As  soon  as  it 
becomes  a  clearly  defined  ideal  the  individual  places  a  high 
estimate  on  future  goods  and  is  willing  to  modify  his  pro- 
duction so  as  to  create  more  goods  for  the  future.  This 
change  allows  the  accumulation  of  capital  and  the  utilization 
of  many  natural  forces  that  cannot  aid  present  production. 

2.  Association.  The  primitive  man  lives  in  isolation 
and  hates  his  neighbor.  He  lacks  the  instincts  that  lead 
men  to  live  in  intimate  relations  and  assist  each  other  in 
production.  Under  these  conditions  the  principle  of  the 
division  of  labor  cannot  be  utilized  and  industry  cannot  make 
much  use  of  local  advantages.  The  development  of  race 
psychology  displaces  these  feelings  of  the  primitive  man, 
and  puts  in  their  place  new  feelings  that  lead  him  to  associ- 
ate with  other  men,  to  co-operate  with  them  in  production. 

3.  Credit.  The  development  of  the  moral  faculties 
creates  in  man  a  feeling  of  honor  in  keeping  his  engage- 
ments. Commerce  and  trade  can  grow  only  where  a  strong 
sentiment  favors  honesty  and  integrity.  The  State  may 
compel  some  men  who  lack  these  feelings  to  fulfill  their 
engagements,  but  the  public  sentiment  back  of  the  law 
must  be  active,  or  the  law  will  not  be  enforced. 

4.  The  State.  In  no  respect  is  the  progress  of  race  psy- 
chology more  apparent  than  in  the  ideal  it  creates  of  State 
activity.  The  welfare  of  society  becomes  an  ideal  to  be  set 
up  against  the  welfare  of  individuals,  and  feelings  are 
generated  which  check  the  selfish  actions  of  individuals. 
New  wants  are  also  created  that  can  be  gratified  only  by 
concerted  action  of  society.  These  wants  are  less  exclusive 
than  those  dominant  in  most  individuals,  and  when  they 
become  more  urgent  than  those  of  a  selfish  nature,  pro- 
duction is  modified,  and  greater  use  can  be  made  of  natural 
forces. 

5.  Education.  The  individuals  in  a  society  undergo  a 
constant  change.  The  children  of  to-day  become  the  work- 
men of  to-morrow.  The  individuals  of  each  age  determine 
to  a  large  degree  the  intelligence  of  their  successors,  and 
unless  the  love  of  their  children  is   strong   they   will   not 
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limit  their  own  consumption  to  increase  the  welfare  of  their 
children.  The  development  of  race  psychology  makes 
education  one  of  the  social  ideals  and  strengthens  the  feelings 
that  encourage  it.  It  makes  the  desire  for  good  schools  so 
active  that  many  of  the  lower  wants  must  give  it  precedence. 

The  conditions  of  production  are  then  partly  subjective 
and  partly  objective.  They  are  the  active  forces  which  direct 
the  energies  of  producers  and  determine  where  labor  shall  be 
applied.  They  put  limits  to  the  field  of  employment,  and 
create  the  mechanism  of  society  through  which  the  wants  of 
its  members  are  supplied.  The  individuals  of  any  society 
are  placed  within  this  field  of  employment  under  the  condi- 
tions which  natural  laws  and  their  race  psychology  deter- 
mine, and  must  seek  the  line  of  least  resistance  open  to  them. 
The  conditions  of  production  being  created  for  them  they 
must  set  those  forces  in  motion  which  assist  in  the  production 
of  commodities.  Two  avenues  are  available  by  which  these 
results  are  secured — labor  and  intelligence:  the  one,  through 
muscular  exertion,  secures  the  readjustments  of  matter 
needed  to  increase  the  utility  of  objects  already  produced  by 
nature  :  the  other  secures  the  co-operation  of  nature  in  pro- 
ducing new  commodities  and  in  rendering  them  more  useful. 
The  active  energies  of  individuals  can  be  exercised  only 
along  these  channels,  and  when  it  is  know  to  what  degree 
the  individual  of  a  given  society  will  make  use  of  each  of 
them  the  whole  mechanism  of  production  is  fixed,  and  its 
efficiency  can  be  determined. 

The  number  of  agents  in  production,  therefore,  are  many 
more  than  the  factors  in  distribution,  and  it  obscures  the 
processes  of  production  to  submit  it  to  the  same  division 
which  is  needed  in  distribution.  Production  deals  with  pro- 
ductive forces,  while  distribution  treats  merely  of  the  sources 
of  revenue  to  individuals.  We  associate  the  revenue  de- 
rived from  natural  forces  with  land  and  call  its  revenue  rent. 
Capital  is  the  objective  form  in  which  the  influence  of  soci- 
ety on  production  shows  itself,  and  its  possession  determines 
who  shall  secure  the  benefits  of  social  progress  in  the  form  of 
interest.     The  labor  of  an  individual  is  that  exertion  which 
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has  a  subjective  cost,  and  the  revenue  derived  from  it  is 
wages.  Intelligence  secures  results  through  the  co-opera- 
tion of  nature  without  subjective  cost  to  the  individual,  and 
the  revenue  from  this  source  becomes  profits. 

The  classical  economists  supposed  that  all  the  intelligence  of 
society  was  evenly  distributed  among  the  capitalists,  and  con- 
sequently regarded  profits  and  interest  as  coming  from  a  single 
source.  The  progress  of  society,  however,  has  clearly  shown 
that  intelligence  and  the  saving  instinct  are  not  always  com- 
bined in  one  person,  and  that  the  laws  which  distribute  the 
revenues  derived  from  these  sources  are  not  the  same.  In- 
telligence has  become  a  more  prominent  factor  in  recent  pro- 
duction and  its  distribution  among  individuals  more  unequal. 
These  facts  justify  economists  in  making  profits  a  fourth 
source  of  revenue,  and  in  placing  it  on  the  same  footing  as 
rent,  interest  and  wages. 
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XXII. 
THE  LAW  OF  DIMINISHING  RETURNS. 


It  is  not  possible  to  close  the  present  discussion  without 
saying  a  word  about  the  law  of  diminishing  returns.  The 
classical  economists  emphasize  it  so  much  that  if  it  is  not 
made  the  basis  of  economic  doctrine  the  laws  that  are  substi- 
tuted for  it  must  be  contrasted  with  it.  Economists  have 
resorted  to  the  law  of  diminishing  returns  from  the  logic  of 
their  situation,  and  not  from  direct  evidence  as  to  its  validity. 
The  discoverers  of  the  law  were  not  farmers  or  agricultural 
chemists — for  neither  of  these  classes  recognize  such  a  law,, 
but  city  people  ignorant  of  agriculture  and  of  the  conditions 
upon  which  its  progress  depends.  Certain  phenomena  of 
city  life  attracted  their  attention  and  demanded  an  ex- 
planation. Why  does  the  price  of  food  rise  with  the  growth 
of  population  ?  Why  do  interest  and  wages  fall  under  like 
conditions  ?  What  is  the  cause  of  poverty  ?  And,  finally, 
why  does  population  spread  over  the  whole  globe  instead  of 
aggregating  in  a  few  places  ?  When  such  questions  as  these 
were  asked  of  city  people,  it  was  hard  for  them  to  find  an 
answer  based  upon  the  facts  of  production  with  which  they 
were  familiar.  The  efficiency  of  their  production  had  regu- 
larly increased,  and  there  seemed  no  reason  arguing  from 
their  industrial  conditions  why  interest  and  wages  should  not 
be  high.  It  was  natural,  therefore,  that  they  should  look  to 
the  country  for  an  explanation,  and  seek  in  agriculture  the 
law  they  could  not  find  under  their  own  conditions. 

An  easy  and  far-reaching  explanation  became  available 
in  the  law  of  diminishing  returns.  One  law  of  agricul- 
ture could  be  made  to  settle  all  the  difficult  economic  prob- 
lems of  city  life.  The  supposed  niggardliness  of  nature 
could  be  made  responsible  for  the  distribution  of  wealth. 
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and  for  all  the  poverty  and  suffering  of  city  people.  The 
necessities  of  their  theory  of  value  assisted  in  increasing 
their  need  of  the  law  of  diminishing  returns.  If  value 
depends  upon  the  cost  of  production,  no  article  could  rise 
permanently  in  value  unless  its  cost  was  increased.  But 
city  prices  were  rising  in  spite  of  the  increase  of  productive 
power.  To  accept  any  other  explanation  of  high  prices 
would  demand  a  new  theory  of  value  as  well  as  a  new  theory 
of  agriculture,  and  thus  the  law  of  diminishing  returns 
acquired  a  place  from  which  it  could  not  be  displaced  with- 
out a  new  theory  of  political  economy. 

It  is  not  probable  that  the  progress  of  economic  science 
will  bring  to  light  any  one  law  which  will  displace  the  law  of 
diminishing  returns,  but  it  may  furnish  a  series  of  laws  that 
will  gradually  reduce  the  necessity  of  resorting  to  it.  And 
finally,  the  various  laws  may  fit  so  well  together  that  the 
logical  need  of  this  particular  law  may  cease.  In  this  case 
the  law  would  have  to  stand  on  its  own  merits.  It  would 
become  a  possible  law  of  agriculture,  but  it  would  not 
lie  at  the  basis  of  economic  doctrine.  Let  us  see  what 
particular  laws  will  account  for  some  of  the  facts  which 
are  explained  by  the  law  of  diminishing  returns. 

1 .  The  Spread  of  Population.  Nature  gives  a  supply  of 
food  and  a  large  number  of  goods  without  cost.  In  natural 
conditions  fish  and  game  are  abundant,  wood  for  fuel  and 
raw  material  of  all  kinds  are  free,  while  the  pleasures  of  a 
life  in  the  open  air  are  unlimited.  Primitive  races  prefer  to 
rely  on  these  free  goods  rather  than  to  work  regularly 
to  secure  the  comforts  of  a  civilized  life,  and  consequently 
spread  themselves  over  the  earth  in  search  of  free  goods. 
Wherever  the  wants  of  men  are  limited,  and  acute  suffering 
in  times  of  need  does  not  cause  men  to  provide  for  the  future, 
this  tendency  to  spread  is  unchecked,  and  an  irregular 
supply  of  luxuries  is  secured  at  the  expense  of  a  larger 
supply  of  comforts. 

2.  The  High  Price  of  Food.  It  has  been  said  that  the 
high  price  of  food  of  itself  proved  the  law  of  diminishing 
returns.     This  assertion  overlooks  the  fundamental  law  of 
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objective  values.  There  can  be  no  general  rise  or  fall  in 
values.  If  some  articles  fall  in  value,  some  others  must 
rise.  If  the  efficiency  of  labor  in  every  industry  were  de- 
creasing, some  article  might  fall  in  value  if  the  rate  of  decreas- 
ing efficiency  were  less  in  some  industries  than  in  others. 
Likewise  a  general  increase  in  the  efficiency  of  labor  produces 
a  rise  in  the  value  of  particular  commodities  when  the 
increase  of  efficiency  is  less  in  some  industries  than  in  others. 
The  rise  in  the  price  of  food,  therefore,  merely  shows  that 
the  increased  efficiency  of  agricultural  labor  is  less  than  that 
of  many  other  industries.  The  least  productive  land  is  to-day 
more  productive  than  similar  land  in  the  last  century,  but  it 
is  not  sufficiently  good  to  make  the  increase  in  the  efficiency 
of  agricultural  labor  equal  to  that  of  city  labor. 

3.  The  Reduction  in  the  Rate  op  Interest.  The  rate 
of  interest  does  not  depend  upon  the  margin  of  cultivation, 
but  on  the  difference  in  the  value  of  present  and  future 
goods.  The  progress  of  society  increases  the  desire  for  fu- 
ture welfare,  and  reduces  the  premium  which  individuals  are 
willing  to  pay  for  present  goods.  If  the  margin  of  cultiva- 
tion has  been  lowered  with  the  fall  in  the  rate  of  interest,  the 
two  facts  are  due  to  independent  causes. 

4.  The  Cause  of  Low  Wages.  A  low  rate  of  wages  and 
irregular  employment  do  not  indicate  that  the  best  natural 
resources  are  exhausted.  These  facts  show  that  certain 
classes  are  shut  out  from  the  margin  of  enterprise,  because 
they  lack  the  intelligence  needed  to  utilize  new  opportunities 
of  labor.  They  thus  become  dependent  upon  the  higher 
classes  for  employment,  or  must  seek  work  at  the  margin  of 
waste.  Such  positions  are  limited  in  number  and  incapable  of 
multiplication,  and  hence  the  increase  of  population  prevents 
the  rise  of  wages.  Wages  cannot  rise  with  the  margin  of  en- 
terprise unless  the  intelligence  of  workmen  increases  with 
every  rise  in  the  margin. 

The  cause  of  poverty  and  other  phenomena  which  make 
the  law  of  diminishing  returns  plausible  does  not  lie  in  the  ob- 
jective environment,  but  in  the  subjective  conditions  of  pro- 
ducers.    Ignorance  and  a  low  standard  of  life  are  doing  what, 
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under  other  conditions,  an  increased  use  of  inferior  lands 
might  do.  The  cause  lies  not  in  the  niggardliness  of  nature 
but  in  race  psychology.  Every  development  in  the  psychical 
premises  of  the  race  opens  up  new  fields  of  employment,  un- 
seen by  their  ancestors;  it  modifies  their  wants  so  as  to  re- 
duce the  cost  of  production,  and  changes  poor  lands  into  good 
lands  through  the  increase  in  the  variety  of  food.  There  is 
no  room  for  the  action  of  a  law  of  diminishing  returns  so  long 
as  new  avenues  are  open  for  the  psychical  development  of 
the  race  and  the  growth  of  social  ideas  and  feelings. 

The  habitual  antagonism  to  which  Mill  refers  is.  not  be- 
tween the  law  of  land  and  the  law  of  civilization,  but  between 
two  tendencies  in  civilization — the  static  and  the  dynamic. 
When  the  first  tendency  predominates  production  is  driven 
to  the  margin  of  waste  where  the  return  is  less,  while  the 
second  tendency  extends  production  at  the  margin  of  enter- 
prise where  the  return  is  greater.  The  relative  strength  of 
these  two  tendencies  determines  the  relative  value  of  food  and 
other  commodities.  The  causes  that  raise  the  price  of  food 
however  are  as  complicated  and  as  much  of  a  social  nature 
as  are  those  that  reduce  the  price  of  manufactured  goods.* 

*Patten,  Premises  of  Political  Economy,  Chap.  VI. 
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XXIII. 
THE  DISPOSITION  OF  THE  SURPLUS. 


The  income  of  a  society  must  be  divided  into  two  parts — 
the  surplus  and  a  fund  to  repay  the  costs  of  those  who 
undergo  subjective  pain  in  production.  Of  the  disposition 
of  the  latter  fund  there  can  be  no  question.  Each  individual 
must  secure  enough  of  the  produce  of  industry  to  place  him 
in  as  favorable  a  position  after  as  he  was  before  production. 
The  surplus,  however,  is  in  the  possession  of  society,  and 
must  be  distributed  by  the  institutions  it  creates.  The 
laws  and  customs  of  society  determine  to  what  degree  the 
surplus  shall  be  employed  collectively,  and  any  other  distri- 
bution of  it  also  demands  the  consent  of  society. 

To  understand  the  influence  in  progressive  societies  which 
have  controlled  the  disposition  of  the  surplus,  we  must 
return  to  the  primary  distinction  between  the  static  and 
dynamic  elements  in  society.  The  collective  use  of  goods 
has  favored  the  static  classes  and  retarded  progress.  Man- 
kind has  had  to  choose  between  enjoying  the  surplus 
collectively,  and  using  it  to  keep  society  progressive.  Civil- 
ized nations  have  given  up  the  surplus  to  get  prosperity; 
the  unequal  distribution  in  a  progressive  society  has  been 
preferred  to  the  equal  shares  of  a  static  society. 

The  principle  that  the  static  elements  of  society  tend  to 
get  the  surplus,  has  been  dimly  seen  from  the  dawn  of  civil- 
ization, but  has  been  more  clearly  recognized  by  the  modern 
world.  The  laws  and  institutions  of  each  nation  and  age  are 
based  upon  some  theory  as  to  the  cause  of  progress,  and 
they  dispose  of  the  surplus  in  the  hope  of  increasing 
prosperity.  It  must  be  taken  from  the  static  classes  "who 
reap  where  they  do  not  sow, ' '  and  be  given  to  those  whose 
activity  and  intelligence  promote  industry.     The  contrast  be- 
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tween  the  static  and  dynamic  classes  is  ever  present  in  society, 
and  progressive  nations  must  frequently  resort  to  new- 
measures  to  repress  the  one  and  encourage  the  other. 
In  this  way  several  theories  of  progress  deserving  attention 
have  been  invented. 

■  )  In  primitive  societies  land  is  the  chief  source  of  wealth, 
and  its  improvement  is  the  only  avenue  to  prosperity.  The 
interest  of  the  individual  in  a  particular  farm  is  so  much 
greater  than  that  of  the  community  that  society  is  benefited  by 
placing  it  in  his  hands.  Cheap  food  is  more  essential  to 
progress  than  the  surplus  of  land,  and  society  gives  up 
the  latter  to  secure  the  former.  The  static  elements  in  such 
societies  are  usually  the  ruling  classes,  and  if  the  surplus  is 
retained  by  society  they  secure  it.  The  struggle  for  the 
surplus,  therefore,  lies  between  the  rulers  and  land  owners, 
and  progress  requires  that  the  latter  be  favored. 

This  disposition  of  the  surplus  does  not  give  a  permanent 
solution  of  the  problem.  After  a  time  the  land  is  improved 
and  population  increases  so  as  to  create  a  high  price  of  food. 
The  owners  become  a  separate  class  in  society,  and  they  are 
more  interested  in  the  revenue  derived  from  the  land  than  in 
its  further  improvement.  They  now  become  the  static  element 
in  society,  and  cheap  food  and  prosperity  must  be  sought  by 
other  means. 
«<  -A  new  theory  of  progress  is  now  developed.  Commerce 
and  manufactures  must  be  encouraged  and  fostered.  The 
towns  begin  to  grow,  and  their  industry  must  be  promoted 
at  the  expense  of  the  country.  Increased  prosperity  can 
come  only  through  new  industries,  and  society,  therefore, 
encourages  the  growth  of  intelligence  and  enterprise  by  a 
system  of  protection.  Taxes  are  laid  on  imported  articles, 
or  bounties  are  given  to  domestic  producers  in  the  hope  of 
changing  the  location  of  old  industries  and  of  developing 
the  new.  The  burden  of  these  taxes  falls  upon  rent,  and 
thus  the  surplus  of  society  is  taken  from  landlords  and  given 
in  the  form  of  profits  to  the  promoters  of  industry. 

As  a  scheme  for  introducing  industries  into  new  or  back- 
ward countries  protection  had  many  successes,  but  did  not 
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prove  a  lasting  means  of  keeping  the  surplus  of  society  in 
the  hands  of  the  progressive  classes.  After  its  initial  stages 
the  absence  of  foreign  competition  often  became  a  means  of 
keeping  some  industry  static.  The  protection  was  used  to 
secure  high  prices  in  local  markets  under  conditions  where 
improvements  were  impossible.  The  static  influence  of  this 
kind  of  protection  was  increased  by  the  introduction  of  pro- 
duction on  a  large  scale  until  it  finally  became  so  strong  that 
many  progressive  nations  abandoned  it,  or  at  least,  gave  it 
a  more  subordinate  place  in  their  schemes  for  promoting 
industry. 

A  third  theory  of  progress  was  introduced  by  the  free 
trade  movement  at  the  close  of  the  protection  era.  It  was 
now  claimed  that  prosperity  would  continue  if  the  consum- 
ers were  favored.  .If  competition  remains  free,  prices  would 
fall  to  the  cost  of  producing  goods  and  there  would  be  no 
monopolies.  Where  values  are  determined  by  costs,  all  the 
benefits  of  improvements  would  come  to  consumers  and  their 
prosperity  would  mean  the  continued  progress  of  society. 

This  theory,  like  those  that  preceded  it,  brought  with  it 
many  advantages  to  society,  but,  also,  like  them  it  failed^to 
furnish  a  satisfactory  basis  of  permanent  prosperity.  It  over- 
looks the  fact  that  there  can  be  no  general  fall  in  objective 
values.  Competition  does  not  result  in  low  prices,  but  in  a 
redistribution  of.  profits.  Where  differences  in  intelligence 
divide  a  nation  into  non-competing  groups  of  producers,  the 
value  of  certain  classes  of  goods  may  fall  in  price.  But  this 
cheapness  does  not  aid  the  consumer,  because  it  is  accom- 
panied by  a  correspondingly  high  price  for  other  classes  of 
goods  produced  under  conditions  where  competition  does 
not  act.  The  low  class  of  laborers  which  produces  the  cheap 
goods  demands  food  of  so  poor  a  variety  and  of  such  kinds 
that  high  prices  must  be  paid  if  large  quantities  are  wanted. 
Monopolies,  therefore,  are  not  abolished,  but  merely  changed 
in  form.  What  the  consumer  gains  in  the  low  price  of  com- 
modities is  absorbed  again  by  the  rise  in  rent. 

It  is  also  a  great  mistake  to  suppose  that  the  interests  of 
individual  consumers  harmonize  with  those  of  society.     The 
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consumer  strives  to  increase  the  consumer's  surplus.  He 
wants  as  great  a  difference  as  possible  between  the  cost  of 
commodities  to  him,  and  their  total  utility.  He  seeks  for 
the  cheapest  article,  so  as  to  increase  his  surplus.  He  has 
no  direct  interest  in  the  surplus  of  producers,  and  is  will- 
ing to  sacrifice  their  surplus  to  increase  his  own.  Consum- 
ers, therefore,  encourage  a  low  class  of  producers  whose 
goods  have  a  high  subjective  cost,  but  a  low  objective  value. 

But  society  is  interested  in  the  whole  surplus.  Its 
welfare  is  promoted  by  the  growth  of  the  producer's  surplus 
because  the  whole  surplus  is  increased  by  the  causes  that 
raise  subjective  values  and  lower  subjective  costs.  The 
progress  of  society  tends  to  make  the  total  subjective  value  of 
all  goods  approach  more  nearly  to  their  total  utility.  Hence 
the  progress  of  society  is  at  the  expense  of  the  consumer's 
surplus,  and  there  is  an  abiding  opposition  between  public 
interests  and  those  of  the  consumer. 

The  growing  importance  of  capital  and  the  rise  of  a  dis- 
tinct class  of  capitalists  brought  with  them  yet  another 
theory  of  progress.  Capital  is  necessary  to  industry  and  is 
the  fund  from  which  wages  are  paid.  Additional  population 
can  find  employment  only  through  the  increased  savings  of 
the  capitalists.  From  this  it  was  claimed  that  the  welfare  of 
society,  and  in  particular,  the  welfare  of  the  laboring,  class 
depended  upon  the  growth  of  capital  and  the  encouragement 
and  protection  given  to  the  capitalists.  The  capitalists  also 
had  the  intelligence  and  energy  needed  to  manage  large 
industries,  so  that  the  protection  of  capital  became  a  new 
form  of  encouraging  enterprise. 

This  theory  ensured  progress  during  an  important  epoch 
in  the  development  of  industry,  yet  its  defects  soon  became 
apparent.  When  complete  protection  from  loss  was  given  by 
law,  a  class  of  capitalists  arose  who  depended  entirely  upon 
their  income  and  avoided  all  the  risks  of  industrial  un- 
dertakings. There  is  an  abundance  of  capital  for  safe  invest- 
ments but  a  scarcity  of  it  for  such  where  risk  is  involved. 
Stock  in  old  industries  is  in  demand,  but  new  industries 
often  languish  for  want  of  funds.     Through  safe  investments 
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capitalists  are  gradually  taken  from  the  progressive  part  of 
the  community  and  placed  among  the  static  classes  who  ab- 
sorb the  surplus.  A  new  class  of  men  arises  which  takes  risks 
and  pushes  new  enterprises,  and  upon  it  society  depends  for 
its  present  prosperity. 

While  other  devices  are  possible  by  which  the  interests  ot 
a  class  may  be  made  to  harmonize  with  the  interests  of  soci- 
ety and  thus  deserve  encouragement,  they  cannot  become 
the  basis  of  continuous  prosperity.  Enough  experiments  of 
this  kind  have  been  tried  to  show  the  tendency  of  the  favored 
class  to  become  static  and  to  give  back  to  society  less  in 
prosperity  than  they  take  from  it  as  surplus.  Any  class  rep- 
resents but  a  part  of  the  elements  needed  for  abiding  pros- 
perity, and  when  the  impetus  which  they  give  to  progress 
has  in  a  measure  exhausted  itself  a  conflict  is  sure  to  arise 
between  the  interests  of  the  class  and  those  of  the  public. 

In  the  progress  secured  through  classes  there  is  the  further 
evil  that  the  development  of  the  mental  qualities  of  the 
race  is  confined  to  a  part  of  the  community,  and  some 
qualities  are  encouraged  at  the  expense  of  others  of  equal 
or  greater  importance  to  society.  Individuals  secure  their 
income  through  a  few  of  their  faculties  which  become 
dominant  in  them,  creating  feelings  which  bias  their  judg- 
ment on  public  questions.  The  harmonious  development  of 
the  race  psychology  is  prevented,  while  a  series  of  class  psy- 
chologies is  formed  with  ideals  and  feelings  antagonistic  to 
the  general  welfare. 

Society,  therefore,  in  time  must  become  dissatisfied  with 
its  present  irregular  progress  through  indirect  and  costly 
means,  and  use  more  efficient  agents  to  develop  the  mental 
qualities  and  feelings  active  in  production.  Strong  social 
feelings  with  intimate  social  relations,  a  high  morality  with 
a  clear  perception  of  the  advantages  of  credit,  a  lofty  ideal 
of  society  with  a  strong  feeling  of  hostility  to  selfish 
aggression,  and  active  interest  in  the  future  welfare  of  the 
race  with  a  well  defined  educational  policy,  contribute  as 
much  to  the  production  of  wealth  as  natural  advantages 
or   the   efforts   of    individuals.      And   yet   these   psychical 
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elements  get  little  direct  encouragement  in  the  distribution 
of  wealth.  In  rent,  profits,  interest,  and  wages,  individual 
producers  get  a  reward  largely  in  excess  of  their  subjective 
costs,  while  the  part  reserved  by  society  to  promote  the 
growth  of  mental  qualities  of  a  social  origin  is  much  less 
than  is  contributed  to  production.  We  starve  our  social 
nature  to  gratify  our  primitive  feelings. 

As  the  importance  of  the  psychical  elements  of  pro- 
duction becomes  more  clearly  perceived,  individuals  will  be 
more  willing  to  allow  the  state  to  retain  the  surplus  for 
educational  purposes:  and  the  scheme  of  education  will  be 
broadened  until  all  the  productive  qualities  and  feelings  in 
men  are  encouraged.  This  education  must  continue  until 
every  individual  is  prompted  by  the  same  social  feelings, 
and  looks  upon  the  field  of  production  from  the  same  stand- 
point. The  dominant  characteristics  of  each  class  will  then 
be  a  part  of  the  psychical  premises  of  every  other  class,  and 
the  feelings  developed  by  the  opposition  of  class  interests 
will  disappear. 
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